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PREFACE 


In the autumn of 1918 I was invited by the Com- 
mittee of the Political and Economic Circle of the 
Irrational Liberal Club to deliver a short course of 
lectures in the Lincolnshire Hall of the Club on 
the economics of those problems of reconstruction 
which it was even then obvious must arise on the 
conclusion of peace. At that time the Armistice 
had not been arranged, and the realization of 
peace was still in the problematic future. And 
the majority of the lectures had actually been 
delivered before the cessation of hostilities. Never- 
theless, the change in the world-position has, to the 
best of my judgment, called for no alteration in 
the exposition of the economic principles which 
in those lectures I endeavoured to state, and which 
in the following pages are reissued in more per- 
manent form. And I send those pages forth in 
the hope that some of those whose trust is, and 
whose task in any measure may be, in the restora- 
tion of our England to prosperity and to happiness, 
and some, perchance, bravely striving against 
heavy odds that the feet of the people he not 
led astray, may find therein a kindly message of 
sympathy, a strengthening word of help. 


Hampstead, 
April 1919. 


A. M. 
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The Economic Foundations of 
Reconstruction 


LECTURE 1 

INTRODUCTORY ANALYSIS. PAYMENT BY 
PRODUCTION 

[ PROPOSE in tliese lectures to speak of so much 
3f Economic Science as is necessary to the under- 
standing of the problems which the students of 
that science can foresee as almost certain to arise 
when the clash of arms is over, and man turns 
again to the ways of peace. 

But first, can the economist, as such, claim to 
have any locus standi in the matter ? Some would 
tell me that war in all its aspects — the entry into 
war, the conduct of a war, the passage from war 
back to peace, and the measures to be taken 
for the reconstitution of a peaceful society — are 
matter par excellence for the handling of the 
practical ihan ; of that practical man of whom 
it has been wisely said that he differs from the 
theoretical man in being obsessed with a vastly 
greater number of theories than tho theoretical 
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man, with a vastly greater proportion of them 
wrong. Others, with Mr. Hughes as their Anti- 
podean leader, declare that the day of economic 
science, if ever economic science had a day, is 
done ; and that economists are mere doctrinaires, 
visionaries, and agents of Germany, and implore 
us to accept nothing made in Germany but her 
thousand-times exploded economic errors. These 
last we are to welcome with open arms and* 
import wholesale and duty-free; on the ground, 
apparently, that the only economists who are 
not agents of Germany are the German economists. 
In which convictions these folk hold tliemsclves 
as now at last privileged to dance a corroboree 
over the grave of the Law of Comparative 
Cost. 

But Nature’s teaching, which it is the function 
of Science to report and interpret for the service 
of man, is stern and implacable. It is not a word 
and a blow — not even with the blow first. It 
is a blow in silence with no word at all, and we 
are left to find out why we are struck. We cannot 
even disobey ; we can j)nly disregard — and take 
the consequences. The man who walks out of 
a fifth-floor window, does not break the law of 
gravitation ; he merely disregards it, and the 
consequences of his disregard await him on the 
pavement below. Hence the responsibility of our 
citizenship. We have to decide upon our course ; 
and we do well to provide that our service be 'a 
reasonable service. And as I understand it, I 
am here to-night, in accordance with the invi- 
tation with which your Committee has honoured 
me, to start upon the task of explaining some 
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of those truths of economic science Which are 
among the things that no War-lord can slay, 
nor any Armageddon overthrow. The Kaiser may 
ravage lands in the ferocity of his victorious 
advance, and the yet more savage ferocity of 
his defeated retirement ; he may sink liners loaded 
with civilian passengers, and send cargoes of help- 
less women and children to the bottom of the 
Sea ; he may break and defy every law of morals 
and of decency that righteousness and honour 
have imposed upon mankind : but his encircling 
or encircled strategy is limited by the fact that 
any two sides of a triangle arc together greater 
than the third ; and his people, confronted with 
the great economic law of Diminishing Return, 
cry vainly to him for potatoes and are not 
fed. Therefore 1 propose to ask you now to 
trace with me some of those wondrous chains 
of economic cause and effect whose power 
has moulded the destinies of man from the 
days of Ancient Stone down to the build- 
ing that has been, and the rebuilding that 
yet shall bo, of Reims Cathedral ; and once 
more to consider those mighty laws of human 
society in whose presence the decrees of kings 
are powerless, and against which the nations 
shall all in vain so furiously rage together. Con- 
sidering them I shall, it is true, so far as my limits 
of time permit, remembering the existence of a 
state of war, bring them into rapporl u ith that 
condition of things, all unhappy as it is. But 
this will chiefly be to show, if I may succeed in 
showing, that amidst mere passing events these 
great laws stand like rocks amid the spray ; — laws 
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of the world in which we live. And of those 
laws the saying still' rings true — 

When you ami I beyond the veil aie pabsed, 

Oh. but the long, lon^ while the world shall last; 

Which of our coming and departuio heeds 
As the sea’s self should heed a pebble cast. 

The greatest war ol all time is still upon us, 
and no man Jviiows when that awful cloud shall 
drift away. Wo are in it, and wo have still to 
finish it -outright and downright, and for ever, 
if there be wisdom and manhood left to us. But 
the magnitude of the task staggers our imagina- 
tion. Of its frightful burden of sorrow and of 
suffering there is no human measure — the heart 
of the nation knowcth its own bitterness. On 
that side I will abstain, as I have throughout 
abstained, from the mockery of vain words. But 
the mere dead weight of our expenditure we can 
estimate, though even this in terms which pass 
beyond the powers of actual conception. Professor 
(Scott, the learned occupant of the Adam Smith 
Chair of Economics in the University of Glasgow, 
estiniafes that the bill- of our total expenses for 
1918-19 will amount to £3,000 millions. That 
is at the rate of about £95 per second of time, 
night and day. If may be worth while to analyse 
this immense sum with a view to aiding the 
imagination to grasp the magnitude of it. Such 
analysis will stand thus : — 

Analyf>i.H of Three Thousand Millions of 
Pounds Sterling. 

The legal weight of an English golden sovereign 
is 123*27447 grains Troy, Hence we have — 



£1=123-27447 gr. 

£lm= 123274470 gr. 

£3, 000m =369823410000 gr. 

=62831915 lb. Av. 

=471713 cwt. 

=23585 tons. 

11,792 coal carts, each 15 It. of road= 
33| miles, at 4 miles an hour, 9 hours 
to pass. 


A weight of 23,585 tons of standard gold ! 
Taking the load of an ordinary horse coal-cart 
at 2 tons, we should need 11,792 such carts to 
carry this amount of gold. And it each cart 
wanted, say, 15 feet of road, this would mean a 
procession of wagons 33| mUes long, and, at 
the rate of 4 miles an hour, taking something 
like nine hours to pass a given point. 

Or again, analysing hy time:— £95 per second 
in round figures. If you missed yo'u' train this 
morning by half a minute, the country in that 
half-minute spent £2,850. While your breakfast 
egg was taking three minutes to boil, the national 
expenditure was £17,100. An average speaker 
speaks in public about 120 words a minute — 
£47 10s. gone for every word he speaks. While, 
if you have an hour’s patience to last my lecture 
out, the nation will be pooi-er at the end than 
at the beginning of it by no less than — taking 
the full figures, £342,465. 

Now the total amount of gold in the world, 
as far as at present known, is estimated as sufficient 
to make 2,000 millions of English sovereigns. It 
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is important to remember that this is only about 
two-thirds of the English expenditure for one 
year ; important as showing how utterly impossible 
it is that war should be paid for in money. 

This analysis shows how out of the question 
it is tliat such an ex])enditure should be collected 
in money, in tlie strict sense of the word money, 
ft is by means of our products, and our products 
only, that such claims upon us can be met. And 
we are thus brought face to face with the enormous 
complexity of our modern civilization. Flven in 
times of peace this complexity of organization to 
minister to our wants becomes almost bewildering 
when we try to obtain some coherent idea of it. 
Consider the contents ot a single street of London 
shops in time of ])eaee, and we shall find that 
for the supplies ot this one district the world has 
been ransacked from China to Peru. Whilst on 
the complexity of our civilization in time of war 
it is hardly necessary to dilate our Income Tax 
is convincing upon the point. But here perhaps 
more than anywhere else we have brought home 
to us the maivellous character of the changes 
wrought in the course of what Dr. Alfred Russel 
Wallace has called “ the wonderful century.” The 
harnessed lightning now bears the message beneath 
the sea, and transport slnjjs bring thousands of 
civilized soldiers, furnished forth with all the 
resources of science, steam-driven in the teeth of 
wind and tide, from our Colonies, East, West, 
North, and South, including tho.se Antipodes which 
the Fathers declared to be impossible, unscrip- 
tural, and beyond the latitude of salvation. 
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Colonies, be it ever remembered, once struggling 
against a sense of our oppression, now, thanks 
to the economic teaching of Adam Smith, our 
ever-present help and stay in the hour of our trial 
and our stress. It is a war of munitions ; and 
the sun sets not on the workshops and laboratories 
where every branch ot science, chemical, physical, 
engineering, toils ceaselessly for the satisfaction 
ol the leading human desire in this terrible time 
-the destruction ot our fellow-creatures. Mighty 
are tire new torccs which man has moulded to 
lus will since Waterloo, just over a century ago. 
The far-off blaziirg sun has been harnessed in 
eoal-torce, and lii’e has been wedded to water 
that steam, the offspring of the union, might 
(let} the stonrr. The lightning-flash has been 
stayed and caught hr wire entanglements ; and 
that which to our ancestors was the message of 
the wrath of Heaven now runs docile over or 
irndcr endless miles ot land and sea, with news 
ol the distant trium])h or rever.se ot but an hour 
ago. Nor is it ended yet. Had we been told 
but twenty years ago of the coming aerial war- 
fare, 1 tear rrrost ot us would jirst have asked — 
“ Tell us another.” Yet as the nineteenth century 
rrrastered the sea, so it seems the twerrtieth century 
has for its assigned task the mastery of the air. 
h^or the course of invention in this direction has 
as yet only begun. 

Again we can note the difference from the 
days ot long ago. Beyorrd the collection of a 
limited supply of provisions the savage makes 
hardly any preparation for war ; and though 
Fuzzi-Wuzzi is “ a fust-class fighting man,” his 
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notions of coiiiniiBSftri&t do not run to moro tlisn 
he can carry himself, or have carried for him on 
a few camels or pack mules. Even when we 
consider the more civilized and highly organized 
nations of antiquity, this comparative simplicity 
is still conspicuous. Grote says of the army 
collected by Xerxes tor the invasion of Greece 
that “never probably in the history of mankind 
has there betn brought together a body of men 
from regions so remote and so widely diverse, 
for one purpose and under one command.” Yet 
the forty-six nations contributing, accordrng to 
the estimate of Herodotus (VII, 61—96) some 
five and a quarter millions of men, are provided 
for by the simple plan of forcing the territories 
through v/hich the army passed to provide for 
it one day’s meal ; and for many months pro- 
visions were collected to meet the demand. So 
that Megakreon of Abdera advised his fellow- 
citizens to thank their gods that Xerxes wanted 
but one meal in a day ; had he ordered breakfast 
as well as dinner there would have been nothing 
before them but exile or destitution. And now, 
under the one geniirs-dirccted command of Eoch, 
more than double that number of men are mus- 
tered from regions more remote than had ever 
been dreamed of in the geography of Herodotus, 
and that on one side of the conflict alone, and 
for the one purpose of saving civilization, and 
redeeming the destinj' of man as something 
superior to that of the brutes. 

To satisfy so vast a comjfiexity of wants we 
must Produce. We must mould matter to our 
will. In this “ war of munitions ” we have 
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revealed to us an army and a navy with wants 
so complex that all the constituent parts of the 
greatest industrial organization the world has ever 
known have had to be turned upside down in 
order to provide us with a sufficiency ot the 
munitions we most need. 

And here we must consider the exact meaning 
and nature of the process to which w'e give the 
name of production. From the idiysicist we learn 
that the sum-total ot matter is unalterable ; we 
can neither add to it nor .subtract from it by the 
substance of a single grain. All theretore that 
we can do, all that we actually do, when we are 
said to produce something, is to rearrange pre- 
existing matter from a form in AAhich it is les.s, 
to a form in which it is more, capable of satis- 
fying a human want. The man who “produces” 
a mahogany dining-table does but alter a pre- 
existing tree from the form of a tree to the form 
of a log, then the log into numerous ])lank.s, then 
the irlanks into the form of the table, the form 
in which it satisfies a want ot man. The tree in 
its original condition couhl .satisfy no want. It 
has been moved and its parts rearranged until 
in its new desrire-satisfying form it takes its place 
in civilization as a “ commodity.” And man has 
done the rearranging, but Nature has suiiplied 
the matter to be rearranged. Whence the limita- 
tions of our humanity. For it is only suitable 
material that we can so rearrange as to satisfy 
a want of ours. x\nd wants for w'hich no suitable 
material exists can never be met by thought or 
foil of man. The old legend tells how the devil 
liimself failed to twist a rope o^^ sand. If a rope 



10 ECONOMIC FOUNDATIONS OF RECONSTHUCTION 


be wanted there must first be found a material 
upon whose pai-ticles Nature lias imposed the 
property that they tend to adhere longitudinally. 
Such material is called a fibre : and failing a 
fibre, we must go without a rope. This is the 
economic side ot that “ harmonizing with the 
environment” which is the evolutionary con- 
dition ot the continued existence of a species. 

Here then, following the French writer Cour- 
celle-Seneuil, we find the definition of our economic 
science the Science of (he Endeavour to .satisfy 
Unman Want. And want and its satisfaction 
must be the unit thought from Avhieh we build 
the whole of our investigation. Whence we obtain 
one or two other definitions of the first imjiort- 
ance : — ■ 

Wealth, the sum-total of things obtainable 
only by human exertion, and capable of satisf\ing 
a human want. 

(Uvihzation, the state in which men want many 
things and get them. 

P)ogre,s,s, the state in which men want more 
and more things and get them. 

But man differs from th(> brute creation in 
that his wants, of infinite div'crsity, are also 
capable of infinite extension. At least, this is 
true of civilized and jirogressive man. Man can- 
not live by bread alone, nor can an ai’iny die by 
shells alone. And whereas at tlu* dawn of humanity 
each human unit satisfied similar wants by similar 
exertions, progress and the State start simul- 
taneously in and by the adoption of the wondrous 
principle “ You do that, and I will do this, and 
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then we will exchange.” It is all but impossible 
to labour this point too meticulously, for it lies 
at the root of that portion of economic doctrine 
with which we shall chiefly have to do. 

I venture not to hazard a suggestion as to how 
many' centuries ago it wa.s that the Pala‘')lithic 
Age gave place to the Neolithic — the older to the 
newer Age of Stone, the time when men began 
to split the flint with a view to using the sharp 
edges as cutting tools, and \veapons of offence 
and defence. Be the time when it may, it was 
then that mankind began to be separated by 
this peculiar test — that some men succeeded better 
than others in the difficult oj>eration of splitting 
the flint. Consequently, we find that here and 
there are left behind the traces of a heap of chips, 
to mark the place wlieie a real craftsman lived 
and toiled in an abode of labour, which may 
fairly be regarded as the forerunner of a 
genuine workshop. Some genius of a most 
towering order must have been at work in those 
early days, and suddenly ])crceived what advan- 
tage lay in this marvellous discovery : — this 
man can split flints better than the rest of us ; 
therefore let him stop at home and split flints 
for the tribe, and we, in return for his heading 
of our arrows, wdll feed him with the game those 
arrows may have killed. I doubt not that the 
protectionists of those days rose as grandly to 
the occasion as would their descendants of our 
own time. They i)robably denounced their bene- 
factor as the agent of some rival tribe, as aiming 
to deprive their own flint-s])littiug failures of 
their occupation, and as endcr.vouring to under- 
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mine the economic &elf-suflSoicncy of the palseo* 
lithic wigwapi. But having boiled and assimi- 
lated their proplict, they began to assimilate 
some of his ideas; adopted his methods, and 
society began. 

And as it has begun, .so it mu.st progress. This 
man chi])s the flint better than does that; and 
that man fashions the better bow ; and that 
other hath a wider knoAvledge, derived perhaps 
from some early glimmerings of a wider love, 
of the ways of the beasts of the field, and beyond 
all others of his tribe, under his hand they thrive 
and multiply ; and the Heleher, and the bowyer, 
and the lierdsman .stand confessed, diseriminated. 
And still genius ]roints the road along that same 
path of union by .seiraration. For man is a 
mighty paradox. Just as, in the realm of intelleet, 
you must consent to lose the old theories if you 
would gain the new knowledge and the new power, 
so, in social and economic matters, it i.s only by 
distinction, by separation of function, that you 
can weld the individual unifs into the social whole. 
For as in the inflividuaT organism progress from 
the lower to the higher lorms of development 
is shown by the diffnentiation and .specialization 
of organs, so the advance of .societies from the 
tribe to the state mu^t follow the path of the 
differentiation and specialization of functions. The 
jelly-fish that, with unpleasant consequences, we 
tread upon when bathing in shallow wateiTS, is 
a low organism, and .shows to ordinary inspection 
nothing but a homogeneous mass of equally dis- 
agreeable portions. Whereas in the case of a 
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kitten — a high organism — even baby know^ that 
there is a tail at one end and claws^jat the other, 
appropriated to quite different purposes. And 
similarly, though uniformity of interests, of occupa- 
tion, of function, begets the tribe, it is only diversity 
that "leads up to the state. It is not until different 
gifts, different powers, and different desires, of 
different individuals ha\e united into the solid- 
arity of one organism that we behold mankind 
on the way to the construction of a modern state. 

The obligation to production — to tlie adjustment 
of matter for the satisfaction of his wants- -lies 
upon the modern as on tlie archaic man ; nor 
are the preliminaries of the process altered in 
essential nature, h’or any and every act of pro- 
duction we must clearly contribute, in the first 
place, LABOUR, or human exertion for a human 
end. And if the productive act is to go beyond 
the limits of a mere “ hand-to-mouth ” appro- 
priation of nature-provided food, it is no less 
clear that there must be provision of a stock, 
the result of previous labour conjoined with absti- 
nence from immediate consumption, of materials 
to work upon, tools to work with, and food, clothing, 
and shelter to live on whilst waiting for the pro- 
duced result ; and this .stock will constitute the 
earlie.st form of t'AriTAL. And all will be pre- 
conditioned by opportunity of access to those 
materials and forces which are the free gift of 
our planet to us, and which it is u.->ual to comprise 
under the collective name of land. These arc 
the great “ Requisites ” or “ Factors ” of pro- 
duction, the precondition of our going to work 
to produce. But as our sociefy is now supposed 
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to have begun, as our functions are now separated, 
we have to live together in mutual assistance — 
a condition of t'o- operation. 

But this Co-operation has as it were three degrees 
of conipaiison. Simple co-operation exists when 
man.A' incIi\iduaLs unite to do the same thing, 
as when many men unite to pull on a rope to 
hoist a sail too heavy for one. Such co-operation 
goes far down into the sim])lest forms of social 
union — Slower even than humanity itself, for wolves 
hunt in packs, and bees are organized. Then, 
when society has ix'gun, and humanity has started 
along llie line of “ You do that, and T will do this,” 
we at rive at com])le.v co-o iteration, or the sepa- 
ration of employments, wherein different persons 
unite to do tlifferent things, and the simpler 
trades are diseriminated. Finally we come to 
the Division of liubour, Avhereby different persons 
unite to do different parts of the same thing, 
as in the modern manufacture of a boot. And 
herein and hereby the industrial state has entered 
upon the final stage of its development. Further 
and further along this path our industrial develop- 
ment is urged, smaller and smaller becomes the 
share of each man in the construction of the 
eomph'ted arfiele. 

And when the organization of industrial society 
has arrived at this stage, it is found that this 
Division of Labour has advantages, usually enume- 
rated under six heads, and disadvantages under 
three, as follows: — 

1. Increase of dexterity. It is easy to under- 
stand that a man whose whole attention is con- 
centrated upon some small detail of manual work 
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achieves in course of time a skill which to the 
unaccustomed onlooker seems almost miraculous. 

2. Saving of time in changing from one occupa- 
tion to another. This is probably even more 
manifest in machine production than in work 
done by hand. A scrcAv-cutting lathe, for in- 
stance, can be set to turn out a particular gauge 
ot screw, and will continue to turn it out up to 
any required number, so long as it is fed with 
the required matenal. 

3. The invention of machines is likely to occiir 
when constant repetition has resulted in the 
kind of skill wliich reduces the requisite motions 
to the extreme of their simplicity. Then those 
motions arc imitated by mechanical means, and 
the machine is arrived at. 

So far we have the advantages of division of 
labour as expounded by Adam Smith. But 
further aspects of the same principle have been 
observed by later writers, such as — 

t. The organization of ca])acity. By this is 
meant that when the various portions of a jjrocess 
of production are separated out, it is possible to 
assign those various portions to Avorkmen of vary- 
ing degrees of skill, so that the higher skill be 
not wasted on the jierfounance of easy and simple 
operations. 

5. Another economy in the division of labour 
has been observed in the saving of tools. If each 
opei’ative in a given trade has to effect the aaIioIo 
of the production from start to finish, of an article 
for sale, it is clear that each must be possessed 
of all the requisite tools for each and all of the 
various operative acts in the said production. 
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]f each man’s complete “ kit ” consists of a 
hundred ioola, tlicn one Ixundred such workmen 
will liav(' between them no less than ten thousand 
tools. But if the hundred men are collected 
into a factory, each to do his own part only in 
th(' total production, then little more than the 
hundred tools will sufliee to operate upon material 
passed from hand to hand ol the workers. 

6. Lastly we may note the interconvertibility 
of industries arising from the minute separation 
of function between diffeient workers. This is a 
principle worth a somewdiat more careful attention. 

From the chemist we learn how small a number 
of elements it is who.se endlc.ss varieties of com- 
bination constitute' the vast majority of the bodies 
whereby we are .surroundt'd. (Similarly wo shall 
find, as w'e look around our hou.sehold possessions, 
that commodities apparently of the most diverse 
nature are but different arrangements of a com- 
])aratively small number of different materials. 
What two things, apparently, can be more 
Axidely different in all featxxres of their nature 
and associations than a military rifle and a 
dome, Stic .sewing-maclinie ? Yet a very simple 
effort of analysis .suffices to show that they 
arc but different condxinations of .shaped wood 
and finished metal. So that though it might 
be hopclf'.ss to divert a man from making the 
whole of a rifle throughout to a similarly 
complete production of the sew ing-machine, yet 
it stands on record that at the termination of 
the American Civil War, a rifle factory was con- 
verted into a sewing-machine factory, without, it 
is said, the di.sioi.s.sal of atiy of the hand.s. The 
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man who had been making tin* groov'c in the 
head of the screws for fastening tin* barrel of 
the rifle to the butt, could (‘asily do the same 
for the sci’ows that fixed the metal of the machine 
to the table thereof. And so on throughout ; 
the fractional ])ortion of the whole ])roduction 
assigned to each man ne(‘ded only instructions 
for a ti'iding alteration in form and dimension, 
and the resulting ])ai’t titt{*d into its ])lace in the 
wholly different commodity. Hence this inter- 
convertibility of industries constitutes one of the 
most potent safeguards against unemployment - 
one of the best possible securities for continuity 
of function ; and therein a most valuable contri- 
biition to the best interests of the working classes. 

Blit wc must not suppose that this development 
of industrial organization is an unmixed good. 
Certain evils do tend to attach themselves to it, 
and call for forethought and care for their pre- 
vention. These may be classified under the three 
heads of — 

1. Physical. Constant ejnidoynu'ut in certain 
trades may become dangerous owing to exciting 
certain diseases in the workers. Anthrax the disease 
of the wool-sorters, the steel-grinders’ asthma, 
the necrosis of the match-makers, the lead-poison- 
ing of the hands employed in the glazing of 
lottery, arc well-known instances. Yet in most 
of these cases it is a ha])py reflection that science 
has been equal to the task of devising elHcient 
remedies, and that the observance of ]>roper 
precautions almost eliminatf'S the danger. 

2. Psychological, Divided labour has been 
charged with being productive of monotony, and 

3 
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so destroying the \voi-kinan’.s interest in his woik. 
To some extent Hiin may be irut'; and yet tiie 
vastly increased ef(ieiene\ of modern divided labour, 
as conijiared with the iimdia-xal eraftsmanship, has 
opened the door to rational lecrc'ation and intel- 
lectual pleasnies -m-li as in tiie days of uiir giand- 
fathers no working man could dream of enjoying. 

3, Social. Onr minute di\i.sion of labour has 
made the \ariou.s occupations xvithin a society 
to be so closely intei dependent that the misfortune 
of aiu one hccoinos tin* mistoituno ol the whole. 
A coal strike or a cotton famine xvill leavi' its 
mark on the industry of the whole community 
for many yeais. This there is no avoiding, and 
the remedy must be '■ought in a greater recognition 
of the solidarity of our economic interests, and 
a greater readiness to meet common difficulties by 
more eonijilete mutuality of effort and assistance. 
Of which I shall have more to say in snbsefjuent 
lectures. 

Now this Dixision of kahiiur has its law —one 
of the two gieatcs<^ laws of economic science, 
kmnvn as the Lvw oj-' Incukvsivo Hktitrn, 
which may be staled tlrti', : 

Division of Labour aiises when the maiki't 
is large ; and is limited by the eKtent of the 
market and the nature of the occupation. 
Tt so operates that evt ry increase in the 
supply of a manufaetnred commodity lends 
to be ])roduc ’d at a than pro])ortionat(' 
increase of cost. 

This law is of such prime importance that it 
is essential that it should bo most caivfully under- 
stood and mastered. Tt is clear that w^hen the 
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deiuand for an article is small, it will not be 
possible to assign different pai'ts of its production 
to numerous sejiarate hands. For each of the 
many hands must find enough to do in his 
particular shai-e of the work to keep him fully 
employed. If in a factory a man is observed to 
be standing idle, waiting for a renew-'cd supply 
of his share of the w'ork to come to him, it wdll 
be piima facie evidence that, so far as he is con- 
cerned, division of labour has been carried too 
far, and that some additional portion of the in- 
dustry should be assigned to him, so that his time 
may not be wasted. Not tliat thi'. is necessarily 
the case. It may possibly happen that though 
his function doe.s not fully occupy him, it would 
not be possible to give him an additional function 
to perform without imposing upon him more than 
he could get through, and several others might 
ha\e to wait for him. And clearly, it is better 
that one sliould wait for many than that many 
should wait for one. So that it will not be po-tsiblc 
to r('medy this defect under ])res(‘nt conditions ; 
and it wdll be necessary to wait until, the demand 
for the article being increased, this man’s share 
becomes suflicicnt for a full day’s work. 

Further, the nature of the occupation will in 
itself set a limit to the extent to which the division 
can be carried. Whilst the alteration of the raw 
w'ool into the form of cloth by the processes of 
spinning and weaving admits, under modern con- 
ditions, of almost endless mimiteness of division 
of function, yet the conversion of a given small 
piece of the finislied cloth into the form of the 
waistcoat - the final form in \vhich it may be 
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expected to satinty tlu* human want — would obvi- 
ously not allow many men to get at it all at once, 
and the final adjustment Jiiust be the work of a 
single ])air of hands. 

But when the right degree of division has been 
arrived at, as it soon is, by experience, then the 
effectiveness of the various advantages of the 
division at once becomes apparent. Skill is in- 
creased, time is saved, machinery is improved, 
the developed skill is not wasted upon simple 
processes, nor are labour and capital thrown away 
on the production of needless tools. The expenses 
are reduced per unit of produce, ,‘nid the commodity 
becomes cheaper to every individual consumer. 

In contrast with this law of the factory stands 
the great law of production in the field— known 
as the Law of Diminisiiing IIkturn; and this 
law tells us that 

After a certain not very advanced stage of 
agriculture every increase in agricultural pro- 
duce tends to be obtained at a ii\ore than 
proportionate increase of cost ; unless the 
arts of agricultui’e have meantime been 
improved. 

Greatest of all of our economic laws is this Law 
of Diminishing Return, greater even than the 
correlative law of factory production, greater in 
that it rules the jrroduction of the raw materials 
on which the factory depends for its very existence, 
so that it stands, an ever-present iirfluerrce, behind 
the factory, threatening even the Giant Machinery 
with inanition owing to shortness of pabulum, or 
failure of driving force. Develop as you please 
the organization of your cotton-mill, drive with 
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ever more ponderous power of fly-wheel the myriad 
spindles of tlie thousand frames, raise to a deafening 
shriek the clatter of your power-looms, drill with 
your “ scientific management ” each human atom 
of your countless hands till every motion of limb 
or finger yields its maximum return of finished 
product -yet all the while, far away across the 
sea, the failure of the cotton crop may cry you 
halt, the ifistant storm may lender vain your 
effort ere even your effoit has begun, and all 
human skill be brought to naught if Nature’s 
powers declare war. 

In the iiroduetion of food Ihe law is seen in 
the form and manifestation most readily under- 
stood, and also, unhappily, most readily forgotten. 
Suppo'-'o a man in a “ new ” country to start on 
the ciiltivaliou of a certain definite area of land, 
devoting to it in the first instance' a certain definite 
amount of capital and of labour — in more technical 
terms, a]iplying a certain measurable dose of 
labour-capital-effort. He will obtain a certain yield 
of the produce at which he aims, say wheat. Now 
if ill the next season lie doubles the dose of labour- 
capital-cffort, then, the land being supposed to 
have been highly fei’tile virgin soil when ho began, 
it is possible that he may reap even more than 
double of his original harvest. But our law tells 
us that the doubling of the effort cannot for long 
be followed by the doubling of the yield. >Soon 
the added doses, though alw'ays yielding some 
increase of crop, will return a less and less incre- 
ment in answer to each added dose. And the 
time will come when the increment of yield for 
an c j r, ^mciii as to render 

I iri ( 'MA R ‘■HNA I SI<.N 1 
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it no longer worth while to further increase the 
effort for so small an additional return. Improve- 
ments in the arts and methods of agriculture may 
drive back for a time the tendency to smaller 
proportional increase; but after each improve- 
ment the dovm\ard tendency reasserts itself, and 
the yield in answer to successive doses again 
diminishes. Nor is the case made better by 
taking fresh land into cultivation. It may be 
safely assumed that our agriculturalist, when ho 
started, began upon tlic land best suited to his 
purpose ; so that the taking in of other land will, 
owing to distance from market or lower quality, 
or greater expense in clearing or otherwise pi’e- 
paring the soil for eidtivation, still prove, after 
a short spell, less productive ]ier dose of labour- 
capital-cffort. 

Many attem])ts have been made to dis])rove 
this law, or to assure mankind that it may be 
safely disregarded. But it remains a bed-rock 
fact of economics. In fact. Mill was ])(Tfectly 
right in saying that if it were capable of dis])roof, 
or of being overcome, ^the wdiole of economics 
would have to be re\tiittin. It is perhaps most 
easily demonstrated indirectly, by obseiving that 
if it were not true, it would be always possible 
to double the yield of corn on any given area b^r 
simply doubling tin care and caj)ital devoted to 
that area. In such ease, a single acre of land 
would suffice to grow' coin for the whole human 
race, since nothing more would be requisite than 
to keep on doubling the dose of effort in order 
to increase the yield to any required extent. 
Unless the objector be pnqiared to admit this 
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absurd conclusion, the law must be accepted as 
it stands. 

Now we may illustrate tl)e.so laws in a very 
simple ^vay, taking as our illustration t^^o of the 
moat common musical signs— the crescendo sign 
ami the diminu(ndo sign. If aou take the diminu- 
endo sign it sli.ill reju’csent for us the 

Law of Diminishing Hetuin, aaIucIi is, that as you 
advance along from left to right, for each increment 
of your labour jou shall have a less and ever less 
increment ot retimi. '^I'hat is the great law of 
agricult lire, the law undm* which man feeds himself. 
And then riwerse that and u)u have this crescendo 
sign ' , and here is tlu' great Law of In- 

creasing Retuin, w'hich ti'lls us that for every 
increase ot our production, lor every increase of 
the labour-caiiital-cffort we put into the production 
of commodities ot this kind, we shall obtain more, 
and more, in (‘V'ci-incusising amount per unit of 
.such elTort. 

Well now 1 hav(‘ jau these two in j u\tapo.sition : 
here { ) is the leprcsentation ot the great 

taw undei’ which we teed oursi'lves ; here ( ) 

is the represent at i(m of the great law undtr which 
we clothe ourselves feeding ourselves in the field 
and clothing ourselvi's in tlie tactory, in accordance 
with the.s(‘ two laws, operating together. Of 
coutse, you must allow me to say that I do not 
mean that this is so in an\ exact mathematical 
pioportion. I s])eak roughly, as must be the 
case with all economic generalization ; but, as 
the country advances, there is this tendency, that 
just as its manufacturing Industrie, s get more and 
more potent with every increase ot demand or 
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every extension of markets, so the yield of pro- 
duction per item of added cost in its agricultural 
industries become', less and less as it goes on. 
Therefore, it a country is in isolation, you find 
its Lau of Diminishing Return is over pressing 
harder and harder upon it, somewhat as the Law 
ot Increasing Return is becoming more and more 
generous to it. 

Let us compare Canada with England. Canada 
has not ^et Itad to leain, to any great extent. 


('\NAD\. 


KNGLAND. 



Law of 
Increasing 
Heturn, 


the liaidshi]) of tlie Law ot Diminishing Return. 
Over her wide and fertile jdains the saying still 
holds good that “You tickle them with a hoe 
and they laugh into a harvest.” And here in 
England we aie at the other end. Here Ave have 
the mighty etfeet of ajrplying “ power.” Our 
factories are at wor-k, our divided labour is at 
work, increasing our yield for every increase of 
our effort; hut, Tomemher that all the while. 
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for every increment of agricultural labour we 
are getting less and less. And therefore if England 
and Canada are to continue in isolation — Canada, 
a new country, remains to feed itself easily on 
its boundless fertility, and clothe itself vith diffi- 
culty ‘with its not yet develox)ed power, while 
England remains clothing itself with immense 
ease, with its coal and its enormously developed 


ENGLAND 



fixed ca])ital, and feeding every increase of its 
population with ever greater and more piessing 
difficulty. 

But can a\c do anything to remedy this ? We 
can. Let trade supervene, and the arrangement 
is that we put tliese two symbols into a different 
relation to each other. Here now we have these 
two countries together — England at the top and 
Canada at the bottom. Consefjuently we have 
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England, with all her great power of machinery 
and what not, clothing the two countries; and 
Canada, with her yet unexhausted fields, feeding 
tlie two countries. And by the union of these 
two countries in economic harmony, each ex- 
changing hc'i- products for those of the other, 
we bring it al)out that, under the benevolent 
influences of .Fref‘ trade, England to-day feeds 
lierself in her factories, and Canada clothes herself 
in her fi(‘lds. 

Now' iK'fo, I venture to submit, w'e are dealing 
with great trutlis, eternal as the hills. T here, 
on behalf of tlu' .science I all too unworthily repre- 
sent, abjure the false modesty of any partial 
claim, and stake jiiy intellectual all on the event. 

I am either right or wrong — there is no middle 
place. Mutual help and dependence constitute 
the condition ol human progress. War }nay and 
does suspend that mutual a.s.sistance ; but in so 
far as it <loe.s so, it suspends ])rogrcss too. Let 
me not be misunderstood, in common wdtli all 
other economists 1 have no word of opposition 
to offer against mea.sures taken for the injury 
and final subjugation of the enemy, be those 
measures militaiy or fiscal. As economist I have 
only to report that the.se measures have results 
which must be counted amongst the other lo.sses 
incident to a .state of w'ar. An examination of 
the theory of international trade, to W'hich I shall 
invite you in a sub.se(iuent lecture, will show that 
restrictions on such trade are as" certainly harmful 
— ^as .surely resultant in lo.ss — a.s the blowing away 
of shells, 1h(‘ sinking of cargoes, and the devas- 
tation of .standing crop.s. fn war the one may be 
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as necessary as the other. But let us face the 
facts. Loss is not gain. However necessary in 
war, restrictions upon trade in time of peace mean 
less productiveness, a smaller ratio of human 
satisfaction to human effort. If adopted as a 
war measure, and recognized and regretted as 
one of the evils incident to a state of war, the 
economist has no condemnation of ^uch measures 
to pronounce. It is only when these restrictions 
are advocated as permanently beneficial under 
peace conditions that the economist is bound to 
protest. It is only when the cry is heard, 
“ Evil, be thou my good,” that Science turns 
away, discerning, if happily it may so be, the 
dawning of a better day beyond the distant hills 
of time, content to watch and wait for the 
resumption of the Reign of Law. 
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KNRIf’HMENT BY EXCHANGE. INTERNATIONAL 
TRADE 

At the clo-so of niy last lecture wo came to 
the conclusion, I trust with your concurrence, 
that it is so far from being economically good for 
man to live alone, that mutual help and dependence 
constitute the essential condition of human pro- 
gress. And now we have to see how the concrete 
expression of this great principle takes the form 
of trade. We must proceed to show that there 
is and can be no exchange, from the simplest 
barter up to the most complicated forms of inter- 
national comniei“ce, but makes the world the 
wealthier. “ You do that, and 1 wdll do this, 
and then we will exchange,” we found to be the 
maxim wheivwith the econouiic state starts upon 
its career of progress when it commences its 
process of self-construction. And the same guiding 
principle must point the way through all the 
ramifications of industrial and commercial growth, 
up to the highe,Ht and moat complicated forms 
of economic organization. For the processes of 
reconstruction after disaster cannot differ in 
any essential characteristic from those whereby 
humanity in the first instance made its way to 
better things ; the only change being surely to 
our vast advantage, in that we can help ourselves 
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in the deciphering of the future by the light of 
the experience of the past. 

Two schoolboys return to school from the 
holidays, bearing with them the spoils of Christ- 
mas ; — Brojvn minor with two ])cnknivcs, and Jones 
minor with two ])encil-cases. BroAvn has a knife 
of first-rank utility, and a knife of second-rank 
utility ; Jones has a pencil-case of first-rank 
utility, and a pcncil-case of second-rank utilit}-. 
iSo far, the school as a whole contains two first- 
rank and two second-rank utilities. But man is 
an exchanging animal ; and Brown and Jones, 
although boys, arc human animals, and, as such, 
arc certain to swap. And now the penknife 
which was Brown’s second penknife becomes 
Jones’s first penknife : and the pencil-casc which 
was Jones’s second pencil-case becomes Brown’s 
first pencil-casc. Each second-rank utility is pro- 
moted to be a first-rank utility ; and the school 
as a whole now contains four first-rank utilities, 
and, in its corporate capacity, is clearly enriched 
by the process. And a process which enriches 
every schoolboy within a nation can hardly im- 
poverish that nation as a whole. 

This simple example points to a principle which 
it is highly desirable to trace to its foundations. 

Thcie is an economic law', known as the Law 
of Diminishing Utility, which may bo stated 
thus : — 

The more a man has of a thing, the less does 
he want still more of that thing. 

To illustrate the operation of this law we may 
consider the supply, to a consumer, of the com- 
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moditj watci. The ocononn'c lile-history of buch 
a supply, and of the diminishing utility of its 
successive increments, can be represented in a 
diagram, thus : 


P 



Let the successive increments of supply be 
represented by distances measured along O S, and 
the consumer’s estimate of the utilit}' to him of 
each successive iiieiement in that supply by corre- 
sponding distances measuied in the direction 0 P. 
As the price that the consumer will pay rather 
than go without each successive increment will 
clearly measure his estimate of the utility to him 
of each of them, we may take the perpendiculars 
^1 P2? as representing those estimates, 

and the price which measures and expresses each 
of them ; so that the point p, as it passes 
from its position at to that at will trace 
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out the “ Curve of Diminishing Utility.” For 
a small supply, Os^, the consumer will pa}’ a 
very high price rather than go witliout, a price 
as high as At a consideiablo juice, he 

will incrcjjise his consumption to a total 0.s„ and 
at a lower price to O.s,. And ^o on till his 

total supply is represented by 0.s'„, tor the last 
increment s.s^. of Avhich he uill paj' a price 
And if ho will not consent to jmy, tor 
any further increment ot water-supj)!}', an}-^ 
jirice at which the suppliers will consent to 

supply him further, he will have arrived at what 
may bo called his IMaiginal Utility, His total 
consumjition of water wall be rej)resented byO.<?„, 
and, since there is no reason why any one 

increment in a total supply should be sold at a 
price different from the price of any other 

increment in that supply, the whole of his con- 
sumption will be charged to him at 6'^ p,, per unit, 
so that Ills total expenditure on the satisfaction of 
this particular want will be shown by the rectangle 
O Pg. Thus human want dies ot its own satis- 
laction, but with its last breath becjueailu's a 
price to the community. Any further increment 
beyond the total quantity O*'^, and so increasing 
that total quantity to, say, O .■>■„, biings him to 
the point of “ Final Utility,” tlie point at which 
the curve crosses the line 0 S, and the estimate 
of the utility of the last increment becomes zero.^ 

• It will bo observed that in most text-book*, of eeonomics 
no clear distinction is made between “ Final ” and “ Marginal ” 
Utility. This appears to me to waste a word — always a serious 
defect in a scientific terminology. I therefore propose to speak 
of “ Marginal Utility ” as being arrived at when the consumer 
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And should the ball-tap at the top of his house 
go wrong, so that a still further supply is forced 
upon him against his will, and the cistern over- 
flows, anrl the water ])()urs clown his stair-carpets, 
and damages his draw ing-roonr ceiling, he will 
pay a plumber an amount to como and repair 
the defect, and so deliver him from a supply which 
has become of negative utility, and so worth to 
him just less than nothing. 

Kxchange is thus seen to arise from the fact 
that we do not always jiossess what wc most 
want, and therefore most value. Hence in every 
exchange where there is no mistake made, both 
parties to the exchange must benefit, since, if 
they do not at h'ast ex2)ect to do so, there can 
be no exchange in circumstances of freedom. 

But with every exchange our stock of the thing 
we have received increases, and the value for us 
of its successive increments diminishes. So that 
eaeli successive exchange lessens the value of 
both articles in the eyes of the exchangers so 
far as those articles are received, and increases 
that value for their remaining stock of the 
articles they (jive. This again we can illustrate 
diagrammatically. 

Suppose that, to start with. Brown has 6 units 
of article A, and none of article B ; and that 
Jones has 6 units of article B, and none of article 


w ill no longer pay, for a further supply, any price that a pro- 
ducer will accept ; while “ Final Utility ” is reached when the 
consumer will not, of his own free will, accept any further 
sup])ly even as a gift. Final Utility thus marks the point 
at which any further supply ceases to be, for that particular 
consumer, a “ good ” at all in the economic sense. 
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A ; and that their estimate of the utilities of 
each unit they possess in each case is 100, 90, 80, 
70, 60, 50, respectively, so that the first unit is 
valued at 100, the third at 80, and so on, each 
unit taking the value which belongs to its order 
in the succession. EKchange will take place 
thus — 

Brown’*) 6th unit of A, valued at 50, will go to 
become Jones’ l‘«t unit ot A, and to be valued 


Brovsn 


Jones 



at 100; and Jones’s 6th unit of B, valued at 50, 
will go to become Brown’s 1st unit of B, and to 
be valued at 100. 

Brown’s 5th unit ot A, valued at 60, will go to 
become Jones’s 2nd unit ot A, and to be valued 
at 90 ; and Jones’s 5th unit of B, valued at 60, 
wdll go to become Btonn's 2nd unit ot B, and to 
be valued at 90. 

Brown’s 4th unit of A, valued at 70, will go 
to become Jones’s 3rd unit of A, and to be valued 
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at 80; and Jones’s 4th unit of B will go to 
become Brown’s 3rd unit of B, and to be valued 
at 80. 

Here exchange will sto]). For elearly, if the 
next units ('xchanged, a 3rd unit, valued at 80, 
Would in each case go to become a 4th unit, valued 
Ut 70 ; and there ^vould be a loss of value on the 
transaction. 

As it is, each side gains. Before exchange began 
each side possessed in units of value 

100 f 90 + 80 + 70 ^ 60 ! 50=450; 

when the exchange is over each side possesses , 
value to the extent of 

2 (100 f 90 1 80)- 540. 

So that a community which contains these two 
individuals enriches itself by their transaction in 
and by the increase of its value-units from 900 
to 1080. 

Exchange is thus a ])roccss of enrichment along 
the path of Final Ftiiit_^. 01)viously then, restric- 
tions upon exchange enfe(‘ble the process and 
limit the enrichment of both ])arties to that process. 
Restriction, therefore, however necessary it may 
bo in time of war, as part of a purjioseful and even 
wise expenditure, is never, even in war, anything 
but an expenditure — an expense to be put down 
amongst the losses due to war —a loss which in 
time of peace becomes a sheer insanity. 

Let us now extend this investigation from the 
dealings of individuals to the collective commerce 



LECTTJRE 'll , S5 

of nationa. Not that uationa trade with one 
another in their national capacity. By “ inter- 
national trade ” is meant merely the trade whieh 
is carried on by numerovis individuals in one 
country \vith numerous individuals in another 
country ; a trade whieli, owing to a natural 
<levelo])nient of localization of production, or inter- 
national division of labour, tends to result in goods 
of one broad description flowing in one direction, 
to be exchanged lor goods of a different broad 
description flowing in the opposite direction. 
Individuals in agricultural countries send agricul- 
tural produce to manufacturing countries, to be 
there exchanged for the manufactured products 
which individuals in the manufacturing countries 
have produced expressly lor the purpose of export, 
with a view to the purchase of food, and other 
produce of the field. 

Now' w'hen we contemplate the industrial con- 
ditions of any particular country, say for instance 
our own, we shall observe that each industry 
readily moves from place lo place within that 
country as the advantages ol change of locality 
present themselves. To take a well-known in- 
stance, the changed conditions of England, collec- 
tively known as the Industrial Revolution, had 
the effect of moving many of our leading industries 
from the south to the north of the country. And 
it may be safely assumed that if certain advan- 
tages, oven though comparatively small, were 
presented to the view of the owner of a boot 
factory in Leicester as resulting from a move to 
Northampton, the move would all but certainly 
take place ; nor would there be any really for- 



36 ECONOMIC FOUNDATIONS OF BBOONSTBDOTION 


midable obstacles in the way of such a change 
of locality. In technical terms, Local Competition 
may be regarded as practically perfect as between 
’ different localities within the same country. But 
such freedom of motion does not obtain beyond 
the limits of the particular country. To move 
the boot factory from Leicester to Lille would be 
an undertaking of quite a different magnitude and 
character, one beset with such difficulties that 
though not in the strict sense an impossibility, 
it ivould lie quite outside of ordinary business 
contemplation. This distinction will pi-ovide us 
wdth an economic definition of a Nation, 
thus : - 

A Nation is a collection of numerous indi- 
viduals living on an assignable poition of 
the surface of the eaith in a condition of 
social organization, and such that local 
competition within it may be regarded as 
perfect, and beyond it as negligible. 

It should be observed, in view' of considerations 
which pass beyond the limits of ehmentary econo- 
mics, that this definition must not be taken too 
absolutely. It is not absolutely impossible to 
remove a factory from the limits of one nation 
to those of another, nor is the move from one 
town to another within the limits of one and the 
same country wholly without difficulty. But just as 
a good deal of useful knowledge about the pulley and 
the lever can be conveyed on the .supposition that 
the strings of the pulley are perfectly flexible, 
and that the lever is perfectly rigid, so we will 
for our present purpose assume that internal 
local competition is of perfect flexibility, and 
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external change of locality rigid to the point of 
immobility. 

Now between two such nations, as thus under- 
stood, trade may arise in any one or more of three 
ways, twov of which need no special explanation, 
uhilst the third presents to us the problem of 
International Trade in the form frequently, though 
perhaps not altogether soundly, regarded as 
])ecTiliar to it. We w'ill state and illustrate these 
Hiree forms by means of eoucrcte examples. 

First let it bo supposed that England can make 
hardware and that Spain cannot; and that Spain 
can make showy and that England cannot. Then 
a trade will spring up of English hardware for 
Spanish sherry, which needs no cxj)lanation. 

Second!;*' let it be supposed that England can 
make calico better than France, and that France 
can make silk better than England. Again a 
trade springs up of English calico for French silk, 
which similarly needs no explanation. 

But, thirdly, let it be supposed that England 
can make both cloth and linen better than Germany. 
Still a trade sjmngs up of English cloth for German 
linen ; and the question is how and on what terms 
this can happen ; and the answer is the Theory of 
International Trade, as, and to the extent that, 
international trade has a thcoiy of its own. 

We must start with a clear comprehension of 
what is meant by making a thing “ better ” in 
this statement. When we say that England makes 
calico “ better ” than France, we mean that in 
England, for the same amount of labour-capital- 
effort the human want for calico is satisfied to a 
larger amount or with a better quality, than would 
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or could be the case in France. And France makes 
silk better than England if for the same amount 
of labour-capital-pffoi-t the human desire for silk 
is satisfied vvitli gn^ater quantity, greater beauty, 
or greater durability, of fabric than would be the 
case if the coiiiinodity were produced in England. 

So mucli being premised \vc start on the investi- 
gation of that Principle of Comparative Cost which 
will lead us uj) to the Equation of International 
Demand- tlie essence of the theory of Inter- 
national '^Frade. 

\Ve eoinmi'uce with the statement of five simpli- 
fications in the jirescnce of which we shall seek 
for the reij Hired ])rinci])le ; and when wc have 
found it, we shall restore the corres])onding com- 
])lications midliin, showing that no difference is 
thus introduci'd into the theory w'O obtain. 

We shall then for the jnesent assume (1) only 
two countries, (2) only tw'O commodities, (3) transit 
of goods without cost of carriage, (4) exchange by 
barter without the intervention of money, (5) 
demand projiortional to cheapness. All of these 
exce])t the fifth need no -explanation of their 
meaning ; but this last re([uires to be cleared 
up in a few words. 

Exchange is proportional to cheajmess when a 
man has determined to devote a certain portion 
of his purchasing power to the satisfaction of a 
certain want, no matter how much or how little 
of that satisfaction the assigned amount of ])ur- 
chasing power will procure. To take a simple 
instance -A man may determine to pay so much 
per annum, say £50, for house-hire. If he is in 
a locality where houses are becoming cheaper, 
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he will not, on finding that he could remain in 
his present house for £45, do so, but will at once 
remove to the better house he can now obtain 
for his predetermined outlay of £50. If house- 
hire rises, , he will move into a smaller house, so 
as not to exceed his predetermined £50. His 
demand is proportional to cheapness, in the sense 
that his expenditure does not alter, and if the 
price of the commodity in question falls by one- 
half, he at once doubles the amount of his con- 
sumption. 

These preliminaries being settled, we will su])poso 
that the two countries are England and Germany, 
and that England can make both cloth and linen 
better than Germany ; and we have to show how 
trade still arises. 

Let the accompanying diagram represent the 
state of things, and be read thus : — 



England can make a certain quantity C of 
cloth with a labour-capital-effort 10, and a certain 
quantity L of linen with the same labour-capital- 
effort 10. Such commodities will tend to exchange 
in proportion to their respective expenses of pro- 
duction ; so that this quantity of cloth, no matter 
how much or how little, will in England exchange 
for that amount of linen, no matter how little or 
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how much. And C 10 will be the cloth-price of 
L 10, and L 10 will be the linen-price of C 10. 
Now let it be that the .same quantity and quality 
of cloth that P]ngland can make with labour- 
capital-effort 10, Clermany can also make, but 
with labour-ca]>ital-effoit 20; while the same 
amount of linen that England can make with 
labcur-capital-effort 10 (lerman^ can also make, 
but at a cost of labour-capital-effoi-t 15. A trade 
will spring up as thus 

(Jeiniany will come to Kngland and say— (Jive 
me as much of your cloth as you can make with 
labour-eapital-etfort 10 in exchange for as much 
linen as I can make with labour-capital-effort 15 ; 
you w'ill get as much linen in exchange for your 
cloth as you do from \oui' own man, whilst 1, 
at cost 15, shall obtain as much cloth as 1 can 
make at eo.st 20. Hul England re])lies that by 
this exchange she will gain notliing. So (Germany 
has to amend her offer. Slu' now |)roposcs to 
England to give the ])roduct of 17 labour-eajutal- 
effort units of linen for the product of the ten 
labour-capital-effort units jof England’s cloth. 
And if we assume that this offer is aeeejited, we 
find that both countries benefit by such an ex('hange. 
England (/ai//s two German commodity units of 
linen ; and Germany .sow,s- three German effort 
units at cloth. ^ Jlotli the gain on the one side 

* The htuclent .slioiild jmy jmi'tieular attention to the 
italieized words in the above exposition. The ratio of effort 
to satisfaction can bo altered to the advantage of humanity 
in two ways, both of which aic h«‘re in evidence. It is ])ossible 
to obtain more commodity for the .same effoit, or the same 
amoiuil of commodity for less effort. As shown in the text, 
both savings oeenr. England augments her command of linen 
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and the saving on the other are computed in terms 
ot Gcmiany, the country which is under the two 
disadvautagf's ; fox England gains in German linen, 
and Germany saves in German elfort. But in 
both countri(\s the fundam('ntal benefit is the 
same: — the ratio ol human satisfaction to human 
effort is altered in favour ot humanity. 

But it still remains to S(“e under what economic 
forces the rlivision ot the shareable benefit is 
determined as between the two countries. Eor 
clearly, Geimany would continue to save so long 
as she gav(‘ anything less than 20 ; and England 
would gain at !iu\ thing above IH. So that, neglect- 
ing fractions, the number within the ring of the 
diagrajn might be anything from l(> to 19. And 
the (juestion aiises Wh\, it the actual number 
be observed to be 17, is it not 10 or 18 ? 

To this (jiK'stion theie can be but one answer: — 
If the number be actually 17, that must be 
because it was made so by the influence of 
supply and (h'lnand on each side ; in other 
words, because at 17 for 10 there was no German 
going about v^antijig English cloth which he could 
not get, and no Englishman going about w'^anting 
German linen which he could not got. if a German 
wanted iiiore cloth than these terms would bring 
from England into Germany, the (lerman offer 
v\ould have to rise to 18; if an Englishman 
W’anted more lincJi than the terms of 17 for 10 

by the cimount which Oeiiiiany CcUi make with two unit.s of her 
clfoi’t. (Jorniany obtains the same ainoinit of cloth by work- 
ing dt the procuring of it to an extent diininislied by three 
Uerman units ot effort . Or, shortly, — England gain.s in amount 
of linen ; Oerniany saves in w ork at cloth 
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would, bring from Germany, he would have to 
induce a larger business by offering to take 16. 
Thus tlie observed 17 must be the result of a 
process of finding terms at which the supply is 
('(juated to the demand on each side. 

But it still remains to see how great is the 
demand on each side, and of what it consists. 
To this end wc* must refer to our second diagram 
(Kig. 2), 

l<’i(. 2. 


England. 

Germany. 

lh(‘ trade 




Atter th(‘ trade i 

1 

1/ 

c, & q. 

q & q 


aiul till* terms will oscillate until these two exactly exchange 
tor each other, i e until all the cloth niatle in Englanrl with 
labour and capital set lice Irom making linen, exactly exchanges 
tor all the linen made in (iermany with labour and capital set 
free from making cloth 

which is to be read thus : — ■ 

Bid'ore tin* trade commenced, England made 
both cloth for herself (C,) and linen for herself 
(L,). And Germany made both cloth for herself 
(f,^) and linen for herself (Ey). But the trade 
arises, and England, ceasing to tnake linen for 
herself, but having for linen a demand proportional 
to cheapness, that is to say, purposing to devote 
the same amount of labour-capital-effort as before 
to providing herself with linen, now devotes that 
unchanged amount of labour-capital-effort to 
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making cloth for Germany, wherewith to persuade 
Germany to send linen to her. And Germany, 
similarly, instead of making cloth for herself, 
now*, at the same expense of labour-capital-effort, 
makes linen wherewith to persuade England to 
send across her cloth. So that England’s demand 
for German linen is seen to consist of exactly 
the amount of cloth that she can make with the 
labour and capital set free from making linen ; 
and Germany’s demand for Englisli cloth consists 
of the linen she can make with the labour and 
capital set free from making cloth. The demand 
proportional to cheapness Avill not be satisfied 
on each side unless and until the irhole of the 
cloth made in England with labour and capital 
set free from making linen exactly and completely 
('xchanges for' the whole of the linen made in 
Germany with labour and capital set free from 
making cloth. And if the terms are okserved to 
settle at 17 for 10 as in our su])])osition, that can 
only be because at 17 for 10 these quantities 
comph'tely and exactly exchange. 

So far we have investigated our Eriuation of 
International Demand with the five simxrlifications 
with which we started. These simjdifications we 
have noAV to dispen.se with .'ten'otiiit, in order to 
show, as we shall be able to do, that the com- 
plications thus introduced make no difference 
to the conclusion at which we have arrived. 
And first let there be more than two com- 
modities. 'riie result Is the same. It will still 
bo true of the trade betw^cen England and 
Germany that the terms of that trade must 
oscillate until all the goods made in England 
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for Germany with the labour and capital set 
free fjom making them for herself shall exactly 
exchange loi- the goods made in Germany for 
England A\ith the labour and capital set free 
from making them tor herself. Values will 
fluctuate' until England’s exports to Geimanj' 
exactl.N pay toi’ her imports from Germany. 
Secondly, we may be asked, what about more 
than two countries ? We reply that there never 
are mote than tuo in the theory ol foreign 
trade our own, and the rest of the W'otld. Anil 
tlu' value, must oscillate until England’s ex])orts 
to tlu' world shall I'xaefly pa-^ tor hi'r impotl.s 
from the world ; as, w'hen (tlJ exports and imports, 
visible and invisibh*, are duly taken into account, 
they most assuridlx do. 

The introduction of Cost of Carriage needs a 
little mote caretul consideration. Let us imagine 
that it had been ])o.ssible tor thi' trade in English 
cloth and Get man linen to be earrii'd on for a 
time without involving any cost ot carriage, and 
that it was under this condition that the terms 
of 17 and 10 had been arrivp«l at. And that now 
this tree transit of cloth and linen has come to 
an end, and that In'ightage has to be paid both 
ways. Obviou.sl>, this will make cloth to be 
dcai’cr in German\ and linen in England. The 
demand will be to some extent chcckeil on each 
side, but to A\hat extent we do not Iniow. But 
this much we do know — that whichever .side is 
left with the greater and more urgent demand 
is the side which will have to adjust its terms 
in favour of the other. So that, if England’s 
demand for German linen .survives the .shock of 
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the introduction of cost of carriage bettor than 
docs the Gorman demand for English cloth, it 
is England which, by altering the terms in favour 
of Germany, that is, by consenting to reduce tlie 
17 in Eig. J to 16, will have to undertake to bear 
llie greater share of the joint cost of freightage 
betw'een the two countries. And if Germany’s 
demand remains the more vital, it is Germany 
that will bear the greater shan* of freightage ; 
and the 17 will rise towards 18. It still remains 
true that, wMtli cost of carriage as without it, 
the terms must oscillate until the demand is 
e(tuated to the suijply, and the supply to tlie 
demand, on both sides. 

So far, we have taken no account of money as 
an instrument of such exchanges. As wo shall 
see Avheu dealing with the Foreign Exchanges, 
an actual passing of money, in the strict sense, 
is rare in such transactions. But when it occurs, 
no change is made in the conditions of the trade, 
nor in its lesults. For let us suppose that an 
e(|uilibiium of supply aiifl demand has been arrived 
at, on the basis of th(‘ 17 anfl 10 of our Fig. 1. 
Now su])pose that an Fnglish merchant wants 
a considerable addition to his sup})ly of German 
linen. The process is of the simplest : he orders 
it. And if his name is known in the proper 
quarters, the linen will most certainly come. It 
has to be paid foJ‘. So if we suppose that there 
is no more convenient nu'thod, it will be ])aid for 
by sending English’ money to Germany. And 
this at once calls into operation the great J^aw 
of the Value of Money, or Law of the Inverse 
Quantity. The value of money tends to vary 
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inversely with its quantity ; so that as money 
increases in ([uantity its value falls, and prices 
rise. Hence prices in (lermany rise, including 
the price ot linen. This checks the English demand 
for linen ; wliile the corresponding fall of English 
])rices, o%ving to the smaller amount of money 
in England, stimulates the Herman demand for 
English cloth. And again the process of oscil- 
lation is set u]), and continues until, at the new 
level of prices, a new ctiuilibrium of demand and 
su])ply asserts itself on each side. 

Lastly wo ha\e to consider the condition that 
demand was to be supposed proportional to 
chcai)ne.ss. AVhat will happen if demand is noi 
proportional to cheapness ? 

When, according to the investigation set out 
in our Fig. 2, England and (Jermauy turned from 
each making both cloth and linen to a division 
of the ])roduotion whereby England made the 
cloth for both and Germany the linen for both, 
the force of a demand pro])ortional to cheapness 
ensured that all tin* cloth made for export in 
the one country should exclmnge for all the linen 
made lor expoi’t in the other. But such a trade 
will affect the expenses of production of each 
article in each country. Gloth and linen, both 
jiroduced under the Law' of Increasing Keturn, 
will become cheaper per unit in each country of 
origin ; and the ijicreased cheapness will as a 
laet increase the demand, not by an amount 
jiroportional to the cheapness, but to some inde- 
terminate extent, less than, equal to, or greater 
than, such proportion. Germany may take only 
so much more cloth as can be purchased at the 
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same money value as before, and England tlie 
same increase of linen ; whereupon the terms of 
the exchange will remain unaltered. If England 
is induced to take a greater money-value of the 
ehoaper linen, then English money will tend to 
flow into Germany, with the conse(]uences set 
out just now. It will still remain true that the 
terras of the bargain will oscillate till an ecxuilibrium 
of supply and demand is arrived at on each side. 
And conversely if the increased money value is 
on the side of the Gorman import of English cloth. 

Here then is a course of action Irccly adopted 
by the inhabitants of two nations who obviously 
have no other purpose than the i)ursuit ot their 
own interests. It is most important that we 
should note with care and pj’ecision the exact 
nature of the advantage accruing to each. Turning 
to our Fig. 1, we sec that in each case the ratio 
of effort to satisfaction is altered to the benefit 
of humanity. England gets more linen for the 
same effort as before ; Germany gets the same 
amount of cloth tor less effort than before. A 
given effort ])roduces more satisfaction : a given 
satisfaction is obtained at a smaller cost of effort. 
To each side the gain comes along with the im- 
])orted goods. The benefit of international trade 
lies in the imports. VVe trade not in order to 
give things, but to get them. 

In war this want-satisfying nexus is broken, and 
each nation is thrown back on its own i)Ossibilitics 
for meeting its own wants. But hi normal times the 
effort is on the part of those who make the goods 
for export ; the satisfaction is on the part of those 
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‘Wjltlo consume and, consuming, enjoy, the impokedl 
goods. And whosoever comes here with a supply 
of goods to sell to us, comes also uith a demand 
for our goods to bo sold to him. For in England 
the .-.upply ol (iO)*man linen IS the demand for 
English cloth : and in Germany the supply of 
Enfflish cloth IS the demand tor German linen. 
So that “ sujiply ” is only the name for the other 
fellow’s demand ; and “ demand ” is only the 
name for the other fellow’s supply. “Supply” 
and “ demand ” are but two names for the same 
thing looked at from opposite ends. For there 
is no buying without selling,^ and no selling without 
buying. And in whatsoever manner this process 
of buying and selling is eheeked .so as to be le.ssened 
in rapidity or extent, the lesult is ever the same — 
an increase in the latio - 

effort 

.satisfaction 

But it is in the deae(tne of this ratio that economic 
progress consists, ami every, hindrance to its con- 
tinuous decrease is a .set-back to that progress. 
Civilization is the condition in which men want 
many things and get them ; and progress consists 
in wanting more and more things and getting 
them. Thus civilization is diminished and pro- 
gress barred by any obstacle thrown in the way 
of free exchange. The plea lor what is dcscj-ibed 
as national economic inde])eiidence is but a pro- 
posal that every man should impose upon himself 
a set of restrictions to the end that his own less 
fruitful effort should procure for him a smaller 



tiefaction than he could procure by free exohiiBii^l* 
In war such restrictions are necessary ; wherefot-e 
is war an economic loss, not only in its actual 
destructiveness, but also in its hampering effect 
upon what -would otherA^ise be the march of 
progress. . 

It may be observed that the various satisfactions 
aimed at by human effort are of very varying 
degrees of importance. If a nation’s supply of 
food is contracted or cut off, disaster is not very 
far away. And next to food, clothing ; though 
here, as we are dealing with manufactures, sub- 
stitutes arc not so impossible. If the capital is 
but available, labour can clothe itself in the factory 
with all necessary speed. But England, being an 
island, and economica% an old island at that, 
must obtain her food supplies, as well as very 
much else, from over the sea. And if England, 
alter keeping the seas open for her imports all 
through the war by the might of her magnificent 
navy, should celebrate the advent of peace by 
closing those seas against herself by a system of 
duties, her commercial blood will be on her own 
self-stultified head. 

It is indeed true that not every expansion of 
foreign trade points to a corresponding expansion 
of prosperity for the nation engaging in it. Foreign 
trade in the sense of much purchasing abroad, 
may, exceptionally, be necessitated by failure of 
the normal homo supplies, or when a war converts 
productive into destructive labourers. But nor- 
mally, every purchase from the foreigner is also 
a purchase hy the foreigner, to the profit of both 
sides. 
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Some there are avIio would persuade England 
to turn her back on these trite and obvious truths, 
and succumb to a fear lest Germany, beaten in 
war, sliould beat us in ])eacefui trade ; the modus 
operavdi being what is known as “ dumihng ” — 
of whieli more hereafter — a process of making 
things for five shillings and selling them to us 
for four, thus losing on every item, but making 
their ])rofit on the quantity. 

Not so. There is no ])ossibility of any pay- 
ment save i)y produetiom Keonomically, it is 
production that builds up tlie society. Production 
is tlic only means of construction ; therefore it 
is the only ]/ossible way of reconstruction also. 
The economic processes are incapable of being 
revei'sed ; to replace destruction by construction 
you miist just begin again. If a house has been 
knocked down by shell-fire and you start to build 
it up again, you cannot work from the roof down- 
Avards. You must begin Avith the foundations, 
see that they are in good re])air, and ujion them 
real’ the ncAv edifice, to l)e, let us hope, stronger, 
fairer, and more lasting than the old. 

Expand your production by all pos.sible means, 
and, along Avith all other means, by the widest 
hospitality to foreign trafle. To the foreign trade 
Avhich brings you in amplest measure the full 
return for your labour-eapital-effort. For this is 
Avhat real cheapness means. “ The real price of 
everything,” says Adam Smith, ” Avhat everything 
really costs to the man avIio wants to acquire it, 
is the toil and troAible of acquiring it.” So that 
real cheapness means that you acquire what you 
Avant to acquire at less cost of toil an<l trouble. 
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A.nd turning once more to our Fig. 1, we see how 
this true cheapness asserts itself in this simple 
exchange, England acquiring linen, and Germany 
acquiring cloth, with a smaller cost of toil in so 
acquiring them. 

T may 'be here reminded, though I do not need 
reminding, that political policy may, for a time 
and at a given time, declare this economically 
most productive and most juofitable course to 
bo, for political reasons, politically unwise. On 
this position T might on another occasion and in 
another place, endeavour to exjjress the opinion 
of a British citizen, who pace the tariff 
reformers, claims to be as patriotic as the 
best of them. But here and now, and speaking 
solely as an (‘conomist, I have no positive advice 
to give. My function ends with making a report. 
And on any proposal to restrict or curtail the 
free exchange of commodities between nation and 
nation, adopted not for purposes of revenue but 
in order to promote the production of commodi- 
ties in places where such production is at an 
economic disadvantage, my report is that such a 
proposal involves the nation adopting it in an 
economic loss. Tt means more effort for a smaller 
satisfaction of human want. And having so made 
my report, I leave it to the politicians, to the 
statesmen, to say whethei' it is wise or necessary 
to endure the loss in view of other than economic 
considerations. But to the best of my little 
capacity, I shall not cease in the endeavour to 
bring it about that the polic 3 '’ which decides to 
endure this loss shall accept with open e^-^es the 
responsibility of so deciding ; and with it the 
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further responsibility of postponing any real peace, 
and retaining the nations in a condition of 
underground warfare — a disease of the body 
politic which, like some maladies of the individual 
frame, may be none the less malignant for being 
suppressed. 
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FOREIGN EXCHANGES 

In our last lecture one of the simplifications which 
we first introduced and then removed was the 
use of money, which wo at first neglected, suppos- 
ing the trade to be carried on entirely as a trade 
of bartei', and then introduced, and showed to 
make no difference in tlie theory of international 
commerce. But it is necessary to look a little 
further into tlie nature, the rise, and the final 
though partial supersession, of tl)is wonderful 
instrument called Money. What is money V 

Man started along the road of progress with 
Nature’s injunction laid upon him — “ You do this, 
and let your neighbour do that, and then you 
two exchange.” But almost at once two diffi- 
culties appeared in the way of compliance with 
this maxim ; tlie difficulty of the non-mutuality of 
w ant and its supply, and the difficulty of estimating 
values. A man has made a hat, and wants a 
pair of boots ; but on taking the hat to the maker 
of boots, finds that the latter is in no need of a 
hat, wanting at the time a supply of beef. And 
even if, in a grain market, the man who had wheat 
and wanted barley were fortunate enough to 
meet the man who had barley and wanted wheat, 
the question as to how much barley was to be 

S3 
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exchanged for ten bushels of A\heat might give 
rise to a discussion of inconvenient prolixity. 
Accordingly, at a very early ])criod of its history, 
civilization conti-ived a way out of these difficulties, 
by enlisting the service of sonic third commodity 
which every one would bo willing to receive in 
exchange for his goods, and thus substituting 
triangular for direct barter. So the first difficulty 
is met. The hatter sells the hat for a sovereign, 
and then sells the sovereign for the boots. I 
say “ sells the sovereign,” deliberately ; for though 
the convention of language is that he who gives 
money for goods “ buys ” and he who gives goods 
for money “ sells,” it must never be forgotten 
that buying and selling arc but two names for the 
same act when looked at from opposite ends. 

And the two grain merchants are helped out 
by means of the same contrivance. A list of 
prices posted in tlu' corn exchange will show 
each of them the value to attach to his particular 
commodity, and hence the quantity of the one 
to bo exchanged that da3' for a given quantity 
of the other. 

I’hese considerations provide us with a definition 
of Money, thus J/o«ey is a third commodity, 
chosen by common consent to be a medium of exchange 
and a measure of value, between any and every 
other tu'o commodities. From the earliest times 
of which we can gather any knowledge this in- 
stitution of a third commodity for the facilitation 
of exchange has existed among mankind, the 
commodity chosen being invariably some one to 
which special importance was at the time attached. 
With tribes still in the hunting state the skins 
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af wild animals served as a money ; with nomad 
tribes exchanges were effected and values reckoned 
by means of cattle. When men had settled down 
into the agricultural state, the useful metals such 
as iron or bronze took up the money function ; 
and at last the precious metals, gold and silver, 
liave become the money of civilized man. 

And the commodity thus fixed upon to serve 
IS money is soon found to be capable of two 
additional functions. A promise to pay at a 
iuture date can be precisely expressed, exactly 
reali/ed, and even legally enforced, if made in 
ierms of money ; whilst if it be desired to store 
ap value with a view to a future transaction, 
the money of the state at the time will form the 
nost convenient possible store. The process of 
levelopment, a real survival of the fittest, which 
bas resulted in the establishment of the precious 
metals as the money of civilization, is higlil}' 
interesting, but would take us too long to trace 
bere. But the four functions of money are of 
nieli importaneo that they should be kept in 
mind: — of such importance indeed, that they 
liave tempted the i)rosaic race of economists to 
break out into song, and we say 

Money's a matter ot functions tour, 

A Medium, Me«\suic. «i Standard, a Stoie 

But money, in the strict modern sense of precious 
metal, is an expensive tool. (Cannot we do without 
t, or find some cheaper substitute ? This is 
aossible, and the substitute wdll be found in the 
i^'arious forms of documents by which Ci'cdit is 
expressed and conveyed. 
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Credit may be defined as permission to use 
another person’s capital. So that a man’s credit 
can be measured by llie amount of other people’s 
capital which he can obtain permission to use. 
We are told in Dickens’s Chrifitmas Carol that 
Scrooge’s name was good upon ’Change for any- 
thing he chose to put his hand to : — only another 
way of saying that his credit was so good that 
folk would permit him to have for use as much 
of their capital as he pleased to ask for. So that 
there can be only two reasons for giving a man 
credit ; one being that ^'^ou know him, and tlie 
otluT that you don’t. 

Now there are four principal forms in which 
credit ean be given and talcen— the Book-debI, 
the Bill, the Promissory Note, and the Cliecpie. 
All of these devices serve tlu' same ultimate pur- 
pose--to replace an expensive by an inexpensive' 
procedure. The plan of the book-debt is adopted 
between any two firms accustomed to supply 
each other with goods. Instead of making pay- 
ment every time a jjurchasc is cifected they keej) 
an account against each other, and occasionally, 
at convenient times draw a balance, and one firm 
or the other pays the difference standing against 
it at the moment. 

The Bill of Exchange is the most potent instru- 
ment in modern commerce, and is thus defined 
in the Bills of Exchange Act, 1882 : — 

A bill of exchange is an unconditional 
order in writing, addressed by one person to 
another, signed by the person giving it, re- 
quiring the person to whom it is addressed 
to pay on demand or at a fixed or determin- 



LECTURE III 


able future time a sum certain in money to 
or to the order of a specified person, or to 
bearer. 

And tlie construction and form of such a bill 
would be thus : — 

Supi)ose tliat one William Brown, a tea merchant, 
has sold tea, to the value ol £100, to Thomas Jones. 
Brown wishes both to give credit to his customer 
Jones, and to receive without delay, the jjayment 
tor his tea. Brown therelorc takes a sheet of 
stamped paper, or possibly a form ready prepared 
and stamped, and writes : — 



/// 
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And Jones, having received the consignment of 
tea, together with the bill, writes across the face 
of the said bill the wmrd “ Accepted,” and signs 
it with his name, and returns it to Brown. And 
now Jones has undertaken to pay this £100 on 
April 4, 1919, three months and tluee days after 
the date of the bill — the three extra da^s being 
“ days of grace ” — to any “ holder in due course ” 
of that bill who presents it for payment. 

The words “ for value received ” at the close 
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of the wording of the bill mean nothing. They 
amount to no more than the “ Your obedient 
Hcrvaut ” at the end of a letter in which you 
threaten to kick the addressee. But the bill as 
a whole is loaded with potent meaning. Jones 
by accepting it has pledged himself to uncon- 
ditional payment. A grievance, however just, 
against the quality of the tea, must be adjusted 
independently, and gives no right to refuse to 
“honour” the bill. In fact, the broad principle 
of the law of bills may be stated in three words — 
Pay and jiroceed. For the acceptor of a bill, by 
accepting it, “ engages that he will pay it according 
to the tenor of his acceptance ; and is precluded 
fi'om denying to a holder in duo course the exist- 
ence of the drawei’, the genuineness of his signa- 
ture, and his capacity and authority to draw 
the bill” (liilh of Exchamje Act, 1882). Nor is 
this provision of the law in any way unjust. For 
Jones, on accepting the bill, returns it to Brown, 
who can, and probably will, indorse it by writuig 
his name on the back of it, and eithei" “ discount ” 
it by selling it to his banker or to a broker who 
makes a business of such transact ions, for its 
“ present value,” that is for the £100 on the face 
of it, loss the interest for three months at the rate 
then current ^ ; or else negotiate it to some person 
to whom he himseli may be indebted. And it 
would clearly be unjust that the bill, which may 
liave so passed through many hands before being 
ultimately presented for payment, should be invali- 
dated by a dispute between the original parties 

* This is of coarse the business present value, not the true 
present ^alue. 
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to it, with which dispute the subsequent holders 
will have had nothing to do. 

Now in our supposed transaction, Brown, who 
sold the tea and drew the bill, is the “ Drawer ” ; 
Jones is the “Drawee,” and becomes the “Acceptor” 
as soon as he has accepted the bill. And as the 
bill may be made to serve for many transactions 
before it is finally presented for payment, it will 
pass through the hands of many “ liolders in duo 
course.” 

But one important variation is possible from 
the procedure described. A bill may be drawn 
without any origin in an aetual sale of goods. 
Brown may want to raise money, and may ask 
a loan from Jones. Jones does not see his way 
to lending ; but believes the assurance of Brown 
that the money will be ready for payment before 
the three months’ time has elapsed. So he allows 
Brown to draw the bill, and lie accepts it ; and 
the bill is then of the kind known as an Accom- 
modation Bill. Between the “ real ” and the 
“ accommodation ” bill there are certain resem- 
blances and certain differences. J’hey are alike 
in that both are discountable, and both are as 
a fact discounted, and both constitute a charge 
on the obligant’s whole estate ; ivhich last means 
in crude terms, that if Brown does not provide 
the funds for honouring the bill by the date of 
its falling due, Jones will have to do so, or be 
declared a bankrupt. I’he “ pay and proceed ” 
principle will preclude .Tones from pleading that 
the bill was an accommodation one, and that he 
never received any value for it. His signature 
is conclusive ; he must pay, and get the money 
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back from Brown if he can. TTor do the two 
kinds of bill differ seriously in respect of the one 
having goods at the back of it, and the other 
not. For such a bill as desci’ibed may do some 
thousands of pounds’ worth of business before its 
presentation ; and if the credit of such a bill 
were to go seriously wrong, the small original 
consignment of tea would have but little to say 
in the matter. 

But the dilf(‘renees between the two hills are 
very real and considerable. In the first place, 
the parts of debtor and creditor ai’e reversed. 
Brown is ereditoi’ in tlu* ease oi the real bill, having 
a claim to be paid for his tea. He is debtor in 
the case of the aeconi modal ion bill, since he has 
undertaken to provide .Jones, before the bill 
matures, with the necessary funds to meet it. 
Hence, though some bills of this land have per- 
fectly sound and legitimate' uses in commerce, 
yet other bills of the kind are less punctually 
met, and are not such “ good paper ” as bills 
based on a real exchange of values. Again, the 
real bill deals with the ])ast, ^the accommodation 
bill with the future. For in the case of the real 
bill. Brown has mid the t(‘a ; for the accommoda- 
tion bill he has yet to provide the cash. And 
finally, and as the most serious of the differences, 
real bills arc limited in cprantity, whereas the 
accommodation bills are not. If 1 draw none but 
real bills, their total amount is limited by the 
extent of my trade ; but when T start drawing 
accommodation bills, their total amount is limited 
only by my impudence and my power to cajole. 
Here is the gravest objection to this kind of paper. 
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The drawer of many accommodation bills under- 
takes to meet many obligations ; the acceptor 
of a real bill only one. And the discounter of 
accommodation ])apor may fancy himself safe in 
that he has many debtors, each for a small sum, 
whereas he' really has only one, and that one 
under heavy obligations. If that one fails, the 
shock to commercial credit may possibly be serious 
and extensive. 

But J have said that some bills of this kind 
have perfectly legitimate functions, and T may 
well be asked what legitimate functions can inhere 
in bills about which 1 have said such apparently 
condemnatory things. Well, the answer brings 
us to the examination oJ some of the larger 
aspects of international trade as carried on by 
means of bills, and in particular calls for an 
explanation of the functions of the great “ Accept- 
ing Houses ” in London. These functions can 
be.st be illustrated by a diagram as here shown, 
wherein the broken lines show the passage of 
goods, and the continuous lines indicate the travels 
of the bills arising from the transactions in those 
goods. 

Cyrus K. dones of New Yoi‘k wants to start 
as an importer of tea from Shanghai. Having 
no large commercial aectuaintance in the East, 
he arranges with Smith & Co., a London accepting 
house, to aecet)t for him, at a eliarge of (say) 
I %, bills to eo\er his tea invoices. 

Kwang Fu, in Shanghai, sends tea worth £1,000 
to C. K. Jones, and, by arrangement, draws on 
Smith for £1,000 ; and sells the bill (say 6 months 
(^ 4 % per annum) as yet unaccepted, to the 
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Shanghai Branch of the British China Bank for 
£980 ; and Kwang Fu, barring accidents, is out 
of the picture. 

Sliaiighai Branch sends on the bill, not yet 
accepted, to their head office in London, by whom 
it is submitted to Smith & Co. for acceptance. 
It is now accepted and returned by Smith to 
Britisli China Bank, having by this time (say) 
only three months more to run, and being there- 
fore now v\orth E990, at which price the British 



C/hina Bank sells it to a person, X, who holds 
it for j)rofit at maturity. 

Meantime, one Theophilus P. Fish of New 
\ ork, has Ix'cn eatcliing salmon. He eats what 
he can and he cans what he can’t, and consigns 
to William Brown in Liverpool, an importer of 
this particular kind of preserved provisions, and 
draws on Brown for £1,010 for value of the 
salmon. Brown accepts, and retiirns the bill 
so accepted to Fish. Cyrus K. Jones buys it 
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from Fish, who thus gets Iiis money, and, like 
Kwang Fu, is paid and out of it. Jones sends 
it on to Smith & Co., who present it to Brown, 
who honours it ; and Smith & Co. pay X. £1,000 
out of the £1,010 they have just received from 
Brown, and keep the surplus £10 as tlieir com- 
mission on the tea transaction between Cyrus K. 
Jones and Kwang Fu. 

Tt is interesting to remark that it is Just here 
where England was so liit during the early days 
of the Great War. ('yrus K. Jones could not get 
a William Brown bill to send to Smith & Co. ; 
so these latter were faced with the danger of 
liaving to find the money tor Kwang Fu themselves. 
And all the accepting houses were in the same 
fix. So on September 5, 1914, the Bank of 
England came to the rescue, and undertook to 
lend the accepting houses the money to meet 
these “ h’inance Bills,” repayment not to be 
claimed until a year after the end of the war. 

But later on in the war the whole position was 
tragically reversed. England from being a huge 
cieditor became a vastly greater debtor. We 
were almost at our wits’ end how to pay; because 
l)aymeut can only be made in things ; and our 
exports, whether visible in commodities, or in- 
visible in services, were wholly unable to keep 
pace with our unavoidably ceaseless and clamorous 
demand for munitions of war. This contrast 
between oui’ earlier and later position in the 
finance of the war accounts for the extraordinary 
course of the American Exchange, so well de- 
scribed in the excellent work, “ The War and 
Lombard 8treet,” by Mr. Hartley Withers. 
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From bills we turn to consider another kind of 
credit document, namely the Promissory Note. 

A promissory note is an unconditional 
promise in writing made by one person to 
another signed by the maker, engaging to 
pay, on demand or at a fixed or determinable 
(uture time, a sum certain in mone^', to, or 
to the order of, a specified person or to 
bearer. 

The best known cas<‘ of a promissory note is that 
of tl)e Hank Note, where the speeified person is the 
person wlio holds ii, and the fixed future time is 
on demand. 

Now' these Rank notes eon be of two great 
classes : — tlie Convertible note for which you can. 
and the Inconvertible note for wfiiich you cannot, 
demand as your right to receive metallic money 
trom the issuer to tlie full face value of the note. 
This is a matter to which w'e shall return in a 
later lecture, A\hen dealing v\ith tlie ([iK'stion of 
finance after the war. 

Lastly we have the Cheque, as the fourth of 
the forms taken by documents for the convey- 
ance of credit. A ehec|ue’'is legally defined as 
“a bill of exchange drawn on a banker, payable 
on dt'inand,” In the early days of English bank- 
ing it was know'u as a “cash note.” And w<’ 
^an now show how, so fai- as inland trade is con- 
cerned, lhes(‘ chei[ues are the means of dispensing 
with the more (‘xpensive metallic money. Thi-' 
w'ill best appear from a simple examjile. 

Suppose A and B to be two merchants who 
bank with a banker Y ; and C to be a third mer- 
chant, banking with a banker Z. On a certain 



LECTURE III 


^5 

clay A buys goods from 0 to the amount of £100 
and pays Avitli a cheque, by which he directs Y 
to pay £100 to C or his order. C pays the cheque 
ill to his Banker Z for collection, so that Z can 
now call upon Y to pay over to him £100 to be 
placed to C’s account in the books of Z. On the 
.same day C buys goods from B to the amount 
of £105, and pays with a cheque on Z, directing 
him to p^’ tliat sum to B. And B pays in the 
cheque to Y, so that Y can call upon Z to pay 
him £105 to be placed to the account of B. Clearly 
therefore, if no contrivance intervenes, two pay- 



ments in ojiposite directions will be taking place 
at the same time ; Y will be collecting £105 from 
Z, sending a clerk to fetch the money, which 
clerk will be met hall-way by Z’s clerk, coming 
to fetch £100 from Y. And when they receive 
their respective payments they must make their 
way back, to meet again mid-way, but this time 
carrying between them £205 of very portable 
gold coin, exposed to all the risks of the many 
pirates that haunt the inlets of the Thames. But 
a contrivance for the avoidance of this wasteful 
danger is now ready to their hand. There is an 
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institution called the (Jl<*tiiiug-liousc in Post Office 
Court, Lombard Street, to which both Y and Z 
send, four times daily, each a couple or more 
of clerks. And every other “ Clearing ” banker 
does the same. At present there arc sixteen of 
these elearing bankers. I’wo or more clerks from 
each attend each clearing, and while one of them 
takes his place at the desk assigned to his house, 
another passes round the room, depositing on 
each of the othei desks a bundle of cheques, drawn 
on the bankers to whom the res2)ective desks 
belong, and jiaid in to his house tor collection. 
By the time the peripatetic clerks have completed 
their round, and each has rejoined his colleague 
at their own desk, each d(\sk will have, deposited 
on it, fiftec'n bundles of cheques. Then each desk 
calls to the others in succession, claiming from 
each the total of the a2)pro2)riat(‘ bundle of cheques. 
This in each case involves a cross claim, and the 
difference is calculated and allowed. And it being 
thus ascertained that (^learing Banker P has 
payments to make to Clearing Banker Q, exceed- 
ing by those which Clearing Banker Q has 
to make to Clearing Banker P, the difference will 
be met by a draft on the Bank of Bngland, where 
all the Clearing Bankers keej) an account. Thus 
goods are bought and sold by merchants A, B, 
and C, but no money ])asses. The resulting cheques 
are set off against one another, and not even 
the differences paid in money, being settled by 
a line in the books of the Bank of England, stating 
that, of the total amount of the balances of all 
the Clearing bankers lying there, £x more belongs 
to Banker Q, and £x less to Banlccr P ; a balance 
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which will qiiile probably turn in tlie opposite 
direction in the clearings of the following day. 
This process is repeated four times daily, the 
four o])erations being known respectively as the 
3letropolitau Clearing, the Morning Town Clearing, 
the Country Cheque Clearing, and the Afternoon 
Town Clearing ; and in this manner goods are 
bought and sold every day to an enormous 
amount without the passing of a single halfpenny 
»)f real money.' 'Phe transactions of the Clearing 
House in the year 1916 amounted to il5,275,04-6,00(). 
As 1916 was leap year this works out at about 
£49^ millions for every business day. 

But the important thing for our j)resent pur- 
poses is to realize the exact nature of the function 
performed by the Clearing House. It has dis- 
pensed with, and rendered unnecessary, tlie agency 
of actual money. It has brought our inland trade 

‘ There are four clearings held daily, viz. at 0 a.tn. the 
Metropolitan Clearing; at 10.30 a.in the Morning Town Clear- 
ing; at the same time the Country Che'£>io Clearing, and at 
2.30 p.m. the Afternoon To^vn Clearing. The latter closes for 
delivery at 4.5 p.m., and for returns at .) p.m. [these times 
have been modified, as a temporary arrangement, since the 
outbreak of the w<ir|, Saturdays at 1.30 for delivery, 2.30 for 
returns. The two town clearings include in their collection all 
drafts payable at the head offices of the clearing banks within 
a close area of Lombard Street. The Metropolitan Clearing 
includes in its collection all drafts payable at the branches of 
the clearing banks within a wider area of London, but not 
extending to the far suburbs, and also certain of the West End 
banks. The Country Cheque* Clearing includes in its collection, 
cheques only, on the branehes of the clearing banks in England 
and Wales, having London clearing bankers as their agents. A 
distinctive mark is printed in the left-hand corner of cheques 
denoting the clearing to which it belongs ; viz. T, To^vn clear- 
ing ; M, Metropolitan clearing ; C, Country Cheque clearing. — 
See Grant’s Late of Banking. 
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back to the cheap process of barter. Civilization 
in its progress is ever, like the fabled Chronos 
of old, devouring its own children. Man invented 
money as a necessaiy precondition of making 
a start along tlie road of “ You do that, and 
1 will do this.” But the start once made, the 
money imj)lenif'nt is superseded, discarded ; and 
a system ot indirect barter is arrived at which 
dispenses with the dearer in favour of the cheaper 
tool. 

But though any one confronted with the magni- 
tude ol these figun's may well gasp at the con- 
temi)lation of uhat credit and credit contrivances 
can do tor mankind, we must never forget its 
limitations. One thing credit cannot do. It can- 
not pay. On the contrary, it has to bo ])aid for ; 
the amount of the payment being determined 
by the beautilul psychological theory of interest 
as wmrked out by the late Professor Bbhm-Baw'erk. 
Nothing but commodity can pay for commodity, 
goods lor goods, things for things. 

Hence tlie jn-ineiple that “ Credit rests on a 
metallic basis,” A lea mei’chant has sold £."> 
worth of tea to a customer, and does not ask 
for instant paynumt because he believes, oi 
“ credits,” that the customer will be able to pa^ 
in the near future. I’be customer “ ultimately 
if not sooner ” pays with a cheque. The dealer 
takes the cheque in payment because he ci edits 
that he can get payment at tlie customer’s bank. 
At 'the customer’s bank he takes a £5 Bank ot 

A 

England note because ho credits that, if he think-, 
fit, he can get 5 X 1232 grains of certified standard 
gold for it ; and then, but not tiU then, he will 
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handle a commodity of utility equal, in extensity 
and intensity, to that of his own tea. 

For myself I should i)refer to say that credit 
lests upon a things basis. The tea man takes 
Ihe cheque because he credits that he will thus 
be enabled to set maehinery in motion whereby 
he will be enabled to get (say) a suit of clothes. 

But in cither case — metallic basis or things 
basis — we have no completed payment till we 
get down to the bed-rock of all economics — want- 
satisfying commodities. 

Thus money is seen to be ousted from our inland 
trade. By means of the Clearing House we have 
arrived at a “ restoration of inland barter.” And 
it remains to see how th<' same restoration is 
etfected for foreign trade by means of the Bill 
o1 Exchange. We will, as before, commence with 
the simplest possible case, and work our way up 
to the actual com])lication of real commerce. 

»Su])pose that a merehant A in London sells 
goods to the vahe* of £100 to a mcs’chant B in 
Paris ; and that on the same day a merchant C 
in Paris sells goods of the same value to a merchant 
1) in London. We have just about the same 
difficulty to overcome as in the case of the inland 
dealers A, B, and C, and their respective bankers 
X and Y. Unless some contrivance intervenes, 
B will have to send £100 in gold (we omit for 
the present the difference between the two cur- 
rencies) across the Channel, only to be met half- 
way by the £100 which D is sending to C. Here 
i« in the first place a risk of lo.ss, and also the 
cost of freight and insurance, which -again for 
the sake of simplicity— we will suppose to be 
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^ %, that is, 10s. for the £100. Naturally the 
two merchants, B and D, will endeavour to avoid 
tills expense. So in rudimentary form — too rudi- 
mentary, as we shall in a moment see, for actual 
practice - tlu'y may be su imposed to proceed thus : — 

Kt<w. I . 

London Paris 



A draws a bill on B for El 00 at say three months, 
sends it to B who accepts it and returns it to A. 
At the same time C draws a liill for £100 at three 
months on I), who acce])ts it, and returns it to C. 
The position is now as show'll in h''ig. 1, wherein, 
as in all the diagrams 1 shall have to show con- 
cerning the Foreign Fxchanges, the arrows point 
to the diri'ction in which goods go. A is now in 
possession of a bill with B’s name on it, and () 
has the bill for the same amount with l)’s accept- 
ance. There are thus two creditors, A and (\ 
and two debtors, B and 1). 

One of the two debtors, let us suppose it to 
be D, now wishes to pay off his debt. He goes 
across to A and proposes to buy from A the bill 
accepted by B, and to pay £100 to A for it. In 
the exchanges the principle non olet rules ; and 
A cares not a jot whence comes the money for 
his goods, so long as he gets it. A is paid, and is 
out of the picture. 1) sends B’s bill to C, and 
ri'ceives back his own bill in return ; which bill 
13, a prudent man who remembers the maxim 
“ Fay and proceed,” forthwith destroys, to put 
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it beyond the reaeh of accidents. And JD vanishes. 
C goes across to his neighbour B, and presents 
the bill with B’s acceptance ; and B honours it, 
so that C is paid, and we hear no more of C. B 
does as T) did, and destroys his bill as soon as 
he gets his clutches on it ; and B also vanishes. 
Exeunt onmcfi. And the final result is that 
the claret sent by C to D pays for the Man- 
chester goods sent by A to B ; and 7io money 
has passed between the two countries. Hence the 
definition of the l^’oreign Exchanges : — 

A system of contrivances by which the 
debts and credits that are near together are 
made to settle the debts and credits that are 
far apart. 

Again money has been dispensed with, and barter 
is brought back to the wider sphere of international 
trade. 

But it should be obvious that we have here 
taken a number of difficulties in our stride. How 
did B know that A had a bill at all, and still more, 
how could he tell that the bill held by A would 
be for just the right amount tor paying the debt 
he wanted to settle ? Of course he could not 
; know ; but in practice there is no need for him 
' to know. For our Fig. 2 shows that there are 



iwo persons, one X in London and one Y in Paris, 
jailed bill brokers, whose function it is to buy 
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and sell bills. As soon as A gets this bill duly 
accepted from B, ho “discounts” it with X, 
that is, he sells it to X for the £100, less the interest 
at the current English rate, for the time the bill 
has to run. Bills take their nationality from the 
acceptor ; so A is said to discount a French bill 
in London.^ Tlie bill we su])posed to have been 
drawn at three montlis, and if we take the English 
rate of interest at 4 tlie selling price of the 
bill, the price that X will give for it to A, will 
be £99, being the face of it less the three months’ 
interest at 4 %. Similarly, (1 will sell his English 
bill to Y on similar terms, getting more or less 
than £99 for it, according as French interest is 
at less or more than 4- 

Now let us extend our view, so that the A, B, C, D, 
of our diagram shall stand, not for individuals, 
but for classes of individuals. I^he A’s are the 

English ex])orters to France ; the B’s are the 

French imjmrters from England ; the (I’s are 

the French cx])orters to England, and the D’s are 
the English importers from France. So that any 
I) who has a ])aym(Mit to make in France goes to 

' “A bill takes its nationality fioin it^ acceptor.’' (Students 
referring to Sec. 4 (1) of the Hills of Excliange Act, 18S2, 
may notice that thi.s staleinent diffens somewhat .from the 
strict legal position. According to that section, “ An inland 
bill is a bill ^\hich is or on the face of it ])urporl8 to be 
(a) both drawn and payable within the British Islands, or 
(/>) drawn within the British Islands upon some person resident 
therein. Any other bill is a foreign bill.” Legally, therefore, 
a draft on London issued in Paris, or a draft on Paris issued 
in London, are both foreign bills ; but the language of jwacticc 
does not make them both to be so. A bill payable abroad 
lb in practice called a foreign bill ; and one payable in England 
is not. (filee Clare, A B C of the Foreign Exchanges, p. 39 n.) 
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an X, and finds there a bill of the kind he wants, 
just as certainly as he would find a hat to fit his 
head in the shop of a good-class liatter. The X’s 
and the Y’s may he specialists in this class of 
business, or they may be just ordinary bankers, 
by whom sueh business is also done. 

So far we have supposed that the exports from 
England to France and from France to England 
have been of equal value in sum. There will in 
these circumstances be a bill for every D who 
wants to buy one trom an X, and a bill for every 
B who wants to buy an English bill from a Y. 

Before proceeding further let us once more 
make quite certain as to \\hy B and U want to 
buy bills. They want to do so becaxise if they 
do not, they will have to face the trouble, risk, 
and expense, of sending the gold across. This 
expense we supposed to ; so that D is asking 
X to save him lOs. on each £100 he has to send 
to France, and B will be indebted to Y tor saving 
him a similar amount. If he could not get the 
bill it would cost I) £100 lOs. to make his purchase 
in France ; and if B could not find in Paris an 
English bill, h(‘ too vould have to expend £100 10s. 
in payment lor £100 worth of English goods. 
To be saved this c\])ense is a service worth 
paying for- one that wall command its price. 
What price, and how lived ? 

So far, we have assumed a bill tor eveiy buyer, 
and a bxjyer for every bill a state of things in 
xxhich there clearly caxi be no reason why the 
bill should sell for any other price than the face 
of it. But if there should happen to bo many 
R’s in Paris wdio want to make payments to 
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London, and the exports from Paris to London, 
having been small, have not given rise to the 
presf*nce of a sulficiency of English bills in Paris 
to meet the demand, llte Y’s, when applied to 
for an English bill, will be able to raise the price 
of such bills, relying on the competition of the 
buyers to pay the enhanced price rather tlian go 
without. (So that a B, going with money in hand 
to a Y for the purchase of an English bill, will 
find that his French money will buy more or less 
in amount ol such English bill, according to the 
relative' condition of su])ply and demand at the 
time. In technical terms, the “ Hate of Exchange ” 
goes up or down as between England and France ; 
and we have the delinition : — 

The Kate of Exchange means the power 
which the money ol one country has of pur- 
chasing the money of another. Or more 
shortly. The Rate of Exchange is the price 
.of a bill. 

So when the supply of bills is equal to the demand 
foi‘ bills ve find that the bill sells for the face of 
it, or “at par.” But what par ” ? 

Living in London I do not possess Ercnch 
money ; I have only Pounds sterling. And for 
one hundred of those pounds T want to buy a bill 
on Paris, — a bill that shall give me the power to 
spend French money in Paris. The question is, 
“ What is the normal amount of French money 
that 1 can get the right to receive in Paris in 
exchange for my £100 here in London ? What 
is par ? ” 

A moment’s reflection will show that a real, 
pr “ Mint,” ])ar is attained when, for the expendi- 
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ture of a given weight of fine (or pure) gold here 
in London, I obtain command of the same weight 
of fine gold in Paris. This is the real par of ex- 
change ; and when the bills on each side arc at 
such a price that this is the case, the rate of ex- 
change is said to be at “ Mint Par.” 

Hence the actual point of Mint Par will depend 
on the currency laws of the countries concerned. 
For example, as between England and France, 
tlie matter stands thus : — 

The English sovereign has for its exact statutory 
weight, 123 ‘27447 grains Tioy, which is equal to 
7-988 grams. And our sovereign is 22 carats fine, 
that is to say that 22 parts out of 24 of its weight 
arc pure gold. The Froncli gold coinage is 9/10 
fine as against our 11/12. And out of one kUo 
of gold they coin 3,100 Irancs in gold, which there- 
fore contain 900 grams of fine gold. Hence we 
calculate, by “ Chain Rule ” — 


fr. .r 


£ 1 

grams 12 
grams fine 900 


1 £ 

7-988 grams 
11 grams fine 
3,100 fr. 


This gives 


7-988x11 X 3,100 
1 X 12x900““ 


25-2215 fr., Mint Par. 


So that the exchange between England and France 
is at Mint Par when, for an expenditure of one 
pound in Tx)ndon, I can obtain the right to claim. 
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for myself or my assigns, 25*22 (25 francs 22 
centimes) of French money. 

We return to our merchants and brokers in 
Lontlon and Paris. And we can now consider a 
state of tilings whicli we represent in Fig. 3, page 80. 
In this case London has sent more goods to Paris 
than Paris has sent to London, indicated by 
the double* liead to the London — Paris arrow ; 
and conseepiently there are more French bills in 
Jjondon than Fnglish bills in France. So when 
a B goes to a Y to purchase an English bill where- 
Avith to make ])ayment to London, Y is desole, 
but Monsieur B must understand that there are 

so many B’s and so few English bills that it is 

obviously im])ossible that Y should sell him a 
£100 biil for the plain 2,522 francs. No ; the 

cost of sending the 2,522 fi’ancs w'ould be, say, 
12 fr. ; so the price of the English ClOO bill to-day 
will be 2,531 tiancs. And if Monsieur B does 
not care to jiay so much lor the English bill, Y 
knoAvs of P, Q, R, S, and T, all of whom are in 
Avant of an English bill and any of whom Avill be 
delighted to give that price. So B, seeing no 

way out of it, and realizing that if he does not 
buy the bill, he will have to lose the 12 francs 
(accurately, 12 francs, 61 centimes, being \ per cent, 
on 2,522 francs), ])ays up, looking as ])leasant as 
the circumstances permit. But, be it earefully ob- 
served, B cannot be expected to like it ; for this 
•2 per cent, is a net subtraction from the profit lu* 
looked to make when he imported the English 
goods in the Avay of his business. 

In such case there may bo said to be a Premium 
on the English bill in Paris, .since it sells for more 
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tliau tho face of it. But a reference to the diagram 
Avill show that when there is jjremium in Paris 
there will, under normal circumstances, be the 
opposite of premium, that is, discount, on the 
French bill in London. For the arrows show the 
way goods go ; and tlie bills must go the other 
way. So that the excess of English exports to 
France over the exports sent from Prance to 
London, brings it about that the X’s find their 
portfolios stuffed with French bills which nobody 
s(*ems inclined to come and buy. So the X’s 
begin to be afraid that they may have to go and 
i(‘tch the money from Paris, and bear the conse- 
(pient expense of the journey. So when a D does 
turn up to buy a French bill, that D can point 
out that there are lots of French bills in London, 
and that if X No. 1 will not sell him such a bill 
as he wants for the face of it less the \ per cent, 
it will cost him to go and get the money, there arc 
plenty of other X’s who will. So it is the turn 
of X, the broker, on the English side, to take 
£99 10s. for his £100 bill. 

Under ordinary circum.staiices there will be 
limits to the amount of this premium on the one 
side and discount on the other. When the price 
of the bill in Paris has gone up to a point at which 
the premium is as m\ich as the cost of sending 
the gold, there will be some B’s who will send 
the gold, and some who will pay the premium. 
And at this point, where it is indifferent whether 
to send or pay, the exchange is said to be at “specie 
point premium.” When, on the other side, it is 
indifferent to the X’s whether they sell the bill 
or pay the cost of getting the gold over from 
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France, tlie exchange is said to be at “ specie 
point discount.” So that the one specie point is 
as far above par as the other is below it ; and the 
two specie points are separated by twice the cost 
of carriage of the gold, ^’lns gives us the ordinary 
limits of exchange variation, — limits which can, 
indeed, b(' exceeded, but under circumstances 
whicli it would take too long to explain here.’ 

But it would be a mistake to imagine that 
there arc only two prices for a bill of exchange' 
in addition to the normal or i^ar price. Tt might 
be supposed at first sight that if bills are short 
in supply some purchasers would be left quite 
without, and that the competition of such pur- 
chasers would at once force eq) the price of the 
bill to specie point. And similarly that when 
tlierc is an over siq)ply threatening that the money 
will have to be fetched, the competition to sell 
would at once reduce the ])rice to specie point 
discount. But as a fact bills do sell for all possible 
jirices between par and specie j^oint, for this 
reason ; — There is always much sjieculation going 
on about bills. Suppose thaj) on some particular 
day, some one of the h> class thinks that the French 
bill will probably be dear next week, at which 
date h(* knows that he will be wanting to buy. 
He sends a clerk to his broker, therefore, to buy 
the bill to-day ; and if his action is noticed in 
this very sensitive market, others will follow his 
lead. And K looks out of his office window and 
sees a vista of D’s all coming his way to buy ; 
and docs not feel called upon to announce to 


• Sec Bastable. Theory of Inlernatumal Trade, pp. 84 aqq. 
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them that he has plenty ef bills in hand, and 
that they can quite safely wait. So the price of 
the bill goes up. But not to s])ecie point ; for 
if it rose to that point the D’s, knowing that 
nothing worse than that ean befall them next 
week, will elect to wait. In this way the bill can 
rise to any point short of specie point, which last 
position it can only reach w'hcn there is a real 
shortage. (Joiisequently, it does not by any moans 
folloAV that whenever the exchanges depart from 
par, there will be a passage of gold from country 
to country. 'Fhe varjdng rate may only ])oint 
to a ])articular and passing phase of s])eeulation. 
Hence it becomes necessary to examine any 
problem in the exchanges twice, — first within the 
limits of the s})ecie points, and thus involving no 
passage of gold, and secondly with the specie 
points reached, and the gold actually moving. 

The leading theorem in the exchanges is that 
The Exchanges tend to par. This is not only a 
theorem of the utmost importance in itself as 
the leading fact in the theory of the exchanges, 
but affords an excellent illustration of the exact 
meaning of the word “ tendency ” m economic 
science. An economic phenomenon is said to 
“ tend ” to a certain position when tlie very fact 
of departure from tliat position is itself a force 
which acts in the direction of restoring that 
position. Thus in |)hysics, a pendulum “ tends 
to the vertical ” position in just this sense. At 
rest the pendulum hangs vertically ; and any 
disturbance, moving it, say, to the north-east, 
sets to work a force which impels it, as soon as 
set at liberty, to swing back through its original 
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vertical position, and on towards the south-west. 
In this line it will continue to vibrate, with ever 
smaller and smaller vibrations, till at last it comes 
to rest again in that vertical position to which it 
“ tends.” Now it is exactly in this sense that 
the exchanges are said to “ tend ” to i)ar. Par- 
is their normal position, tin- position to which 
they tend to return, in the sense that any disturb- 
ance causing them to move away from par is 
in itself a cause ot their moving back. Reference 
to Fig. 3 will quickly show hoAV this takes place. 


Fic 


London. 

Paris. 

A 

B 

D ^ 

C 


The figure shows excess of English exports to 
France over English imports from France, and 
therefore discount on the hVench bill in England, 
and premium on the Englisli. bill in France. This 
state of things tends to cure itself as thus : - 
The condition has been brought abemt by an 
excess of business betw-een A and B, and a defect 
of transactions as between (J and D. But look 
at the diagram, and consider which of the four 
parties is likely to be xrleased with this state ol 
things, and w'hich will dislike it. Take first A. 
He sells his goods to B, but when he receives B’s 
bill, he carrnot get the full value for it, or, in other 
words, he loses part of his expected profit on the 
transaction. So A informs his travellers in France 
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that, owing to the state of the French exchanges, 
he is not pressing for orders just at this moment ; 
and if they want a few days’ leave, now is the 
time to take it. Nor are the B’s any better 
pleased. 8uch of them as want to buy a bill 
Oil Englaiul with a view to purchases there, will 
(ind on reference to Y, that the price of that bill 
ih put up against them ; so they accordingly 
])ostpone their orders, not being willing to import 
British goods at a j)ricc temporarily raised by 
the amount of the ju’cniium on the British bill. 
So both the A’s and the B’s work for the time at 
less pressure, and the number of their transactions 
falls off. But now look at (’. If lie can obtain 
an order for his claret, leading to the receipt of 
an Plnglish bill, he will sell that bill to Y at a profit, 
which profit will be added to the regular commercial 
profit on the sale. lie will thus be encouraged to 
press his sales in Plngland as hard as iiossible, 
and all the other C’s will be of the same mind. 
Nor do the D’s fail to share in the same way of 
thought. If a T) wants PVench goods, now is the 
time for him to buy them, since he can obtain 
from X a bill w'herewith to pay for them on terms 
which amount to a reduction in their ])rice. So 
the ("s and the D’s work at the highest possible 
jiressure, and add day by day to the amount of 
goods imported from France to England, and the 
supply of English bills in France. As a result, 
good-i tend towards England, bills towards France, 
and the exchanges towards par. 

But so far we have dealt with paper only. It 
is possible that the curative forces may not be 
sufficient to restore the equilibrium of exports 

7 
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and imports and to bring the exchanges back to 
par. In this case specie point will bo reached, 
and the gold will begin to move from France into 
England. Then comes into action the law of the 
value of money, known as the Law of the Inverse 
Quantity. Since tliere is more money in England, 
])rices there \\ill rise, to the disgust of the B’s ; 
and since there is less money in France, its v'alue 
there has risen, and French prices fall, to the 
vast encouragement of the English D’s. Again 
as with tlie pa[)er, our imports will increase, our 
exports dc'crease ; goods will tend to England, 
bills to France, and the exchanges to par. 

Another highly important theorem in the ex- 
changes, and one of great value for our purpose, 
is that which tells us that — A Foreign Loan nets 
the exchange against the lending country. First, 
to be sure tliat we understand the terms of the 
theorem. When tlie exchanges between country 
A and country B are in such a position that there 
is a tendency towards, and a likelihood of, money 
coming iir to country A, tlu* exchange is said to 
be “ favourabk' to ” that country ; and, })er 
contra, to be “ against ” coiuitry B. When the 
exchange is so tliat a given sum of English mojiey 
\Aill command less than its ])ar value in France 
or other foreign country, the exchange is said to 
be “ against ” England ; and since this will recipro- 
cally involve that French money will purchase the 
right to more thaii its ))ar value of English money, 
the same state of the exchanges will be “ favour- 
able to ” Franec, In such ease the French bill 
will be at. a premium in England, so that English 
mei’chants uill have to give more than £100 for 
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the right to spend £100 in France ; and French 
merchants will, for less than £100, obtain the 
right to £100 in England. 

Now for the effect of the Foreign Loan. We 
will take no account of the machinery of under- 
Avriting, and fees, etc., etc., and proceed straight to 
the essentials of the transaction. Suppose, then, 
that Englaiid undertakes to lend to Spain, say, 
one million. The exchanges will be set against 
England. But there is nothing sti’ange about 
this fact : — in private life it is of daily occurrence. 
Suppose that Brown and .lones meet one day at 
a distance from the home of either, and Jones 
asks Brown to lend him €5. Brown rej)lies that 
ho Avill do so, but he has not £5 in his ])oeket at 
the moment : — “ I’ll send it you when T get home,” 
says Brown. Now observe carefully that though 
Brown will idtimately be the creditor of Jones 
for that £5, yet, for the remainder of the after- 
noon, he is, in virtue of his promise, debtor to 
Jones. And as such, he, Browm, will have to 
get the money across to Jones, and will pay the 
expenses of so doing. He Avill draw a cheque 
which will bear a stamp, value 2d. Then he will 
send it by letter to Jones, and the i)ostage will 
cost him another 1 Jd. So it will cost him as a 
whole £5 Os. 3^d. to become the creditor of Jones 
for £5 ; and the exchanges have been set against 
the lender. Practically the same thing occurs as 
between England and Sjjain, thus : — 

Spain will print 10,000 pieces of paper, each 
acknowledging that Spain owes the holder £100. 
These papers may collectively be called the scrip 
of the loan. This scrip is brought to London by 



84 ECONOMIC FOUNDATIONS OF RECONSTRUCTION 


a couple of Spanish messengers, properly intro- 
duced, who get into touch with the eminent bank- 
ing house of Messrs. Smith, to whom they hand 
over their scrip, and retire to their hotel to await 
developments. Smiths send for a tirm of stock- 
brokers, hand them the scrip, and tell them to 
sell tlie eonstitueiit papers to all the clergymen, 
inauh'ii aunts, el hoc (jenus onnie, whom they can 
find ready and willing to invest their savings in 
such a ventuiv, and pay in the jwoeecds of the 
sales to Smiths. When all the pieces of pa])er 
are sold. Smiths will be in possession of a million 
sterling, iiot, be it observed, in gold, but in that 
“unused purchasing power” which has been con- 
veyed in the form of checpies. The stock-brokers 
have done their part, and retii’e with their fees. 
Then Smiths send for a firm of bill-brokers, to 
whom they give a ehecpie-book, with instnictions 
to go out into the bill market, and wherever tlu\y 
see a Sj)anish bill to buy it, paying for it with a 
checpie which they (Smiths) will honoiu'. Here 
is where tlu' exchange is s(*t against England ; 
for the demand for Spanish ^bills, thus set up, 
raises their price, and so sets the exchange against 
England -the Englishman having now to give 
more than £100 for the ])urehase of a £100 Spanish 
bill. And now' the million is all si)ent, and as 
we are taking no account of discounts and fees, 
etc., we suppose that Smiths are in possession 
of one million’s worth of Spanish bills. These 
they hand over to the Spanish emissaries, who 
take them home to Spain, and hand them to their 
own ftovernment, by whom they are presented to 
the Spaniards who have accepted them. These 
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bills are then duly honoured ; and as not a farthing 
of money lias passed, “ the City ” Avill declare 
that England has lent to Spain “ a million of 
money.” But what 1ms England lent ? 

To answer this question, we must first see whence 
came the bills that the brokers bought in England. 
There is only one source. England has exported 
to Spain a quantity of goods — hardware— pots and 
pans and kidtles to mend. And for these goods 
Kngland had a right to be paid. And England 
has said to the Spanish Clovernmeni — “We waive 
for the present this right of ours to be paid for 
these goods your peojile have had from us ; we 
lend you the ])ots and ])ans, for which you may 
go and collect the payment.” And once more 
we see that no man, no nation, can lend, just as 
no man or nation can jiay or give away, anything 
in this world excejit products. Things, things, 
things — the Avorld of economics is the Avorld of 
things. 

But we have yet to show Avhere is the Clearing- 
house which enaliles the international bill to 
disjiense with the passage of money from nation 
to nation. For the puiqiosc w'e can show in the 
first place bow one bill will be sufficient to settle 
the transactions represented in our Fig. 1. In 
Fig. 4 tins is shown as taking ])laee by the medium 
of one French bill, thus : — 

Kui 4. 

London. Paris. 



<■ 


D 


> B 

— C 
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A draws ; li a(< (.'i)ls ; D, tlirougli an X, buys 
from A, and isendh to ('. (' presents to J3. 13 

honours. Exeunt omnes. 

But one Englisli bill would have accomidished 
the same thinp, as shown in Eig. 5, thus : — 


KtG r> 


London. 

A 

D 


<■ 


Paris. 



(J draws ; P accepts ; 13 buys from C, and 

sends to A. A ])resents to D. D honours. 
Exeunt (rumen . 

Of these two methods, that shown in Fig. 5 is 
practi.sed in an enormous majority of cases. Why ? 

f.iondon has long acted as the “ ('learing-house 
of the World,” the method of her action being 
shown in Fig. 6. iSuppo.se that Java sends goods 





to China, and Cliina sends goods to Japan ; but 
that there is no ready flow of commerce between 
Java and Japan. If Japan had been accustomed 
to send goods, frequently and in large quantities, 
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to Java, the matter would have been quite simpb* : 
— a bill on any one of the three countries would 
have settled the three transactions. China, for 
instance, could have drawn on Japan, and with 
the Japanese bill have jjaid Java for the Javan 
goods ; and Java could have sent on the Japanese 
bill in payment for the goods received from Japan. 
But the supposed absence of trade between .Java 
and Japan makes tliis solution of the difficulty 
impossible; and it looks as if Japan would have 
to pay in gold for the China goods, and China pass 
on the gold to Java in payment for the .Javan 
goods, and thus end the transaction. But this 
cannot be; Jor .Java ^\oul(l thus get nothing 
but gold as result of her c-ominere(% and vould 
so suffer, in her trade, the fate of Midas oi old. 
But the difficulty is got over owing to the fact 
that all thre^' liave large and constant dealings 
with England. Ja]>aji has sent a cargo of blue 
teapots to England, and tor them has received 
an English bill. With that bill .Japan pays ('hina 
for her goods; and with that bill China pays 
Java for her goods ; and with that same bill .Java 
])ay.s England for a cargo ot biscuits sent by 
England to Java. The English bill does the whole 
thing ; and London has acted as (Tcarins-house 
for these distant nations. But a moment's exami- 
nation of our Eig. 6 should raise the question why 
it is an English bill, and not a Javan, (Jiinese, 
or .Japanese bill that does the w'ork, since any 
one of these bills would apparently effect the 
pur])ose equally well. But the explanation is 
found as soon as we consider the ubiquity which 
is the great cliaracteristic of the J^nglish export. 
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Tt is not inwcly the fact that English trade is 
of such huge total magnitude, though that fact 
is indirectly eoneerned. It is not the high repute 
of the English bill for solvency, though that is 
a condition of its (‘ffeetivencss. It is not only 
that the English bill is pa,>'able in gold of excellent 
coinage and high earatagt*, though that is a real 
contributory cause. No : the real reason is that 
the English ex])orts are so all-pervading over the 
surface of the earth that, go where you will, you 
will always lind tlu'rt' a merchant who has im- 
})orted Englisli goods, or wlio wants to import 
English goods, and who is therefore oidy too 
pleased to obtain an Enatlish bill wherewith to 
pay for them. This mak(‘s the Englisli bill to 
bo the most certainly sah*able — that is, the most 
easily discountable - of all credit documents, and 
therefore the most sought aft(T. (Consequently it 
is the English bill that does this work, and Eondon 
that is the “ Clearing-house of the World.” This 
gives to London her ))riceless centrality in the 
world’s commerce, a |)osition w^hieh, onc(‘ lost, 
would never be regained. 

Not, be it most carefully observed, the mere 
magnitude of her trade. If a trade of equal 
magnitude were confined to certain ])ortions of 
the earth’s surface, the English bill would inevit- 
ably lose that ubicpiitous character which gives 
it its peculiar power. Should schemes of “ (’olonial 
Preference ” come into force, so that English trade, 
even if its magnitude survived the shock, no 
longer carried the English flag into , every haven 
of the world’s waters, that power of the English 
bill would certainly be usurped by some rival 



LECTURE Itl 


R9 


coiiiincrcial centre, with consequeiiceH, commercial 
and financial, wliicli I beli(‘ve would be little short 
of disastrous. 

Thus payments can oidy be made in tilings ; 
irifts can only be conferred in tlie sliape of things ; 
loans can only be negotiated in things ; and bills 
are just the instruments by which things an* trans- 
terred from ownershii) to ownership. 

ffi're then we have the secret of a War Indemnity, 
r sup})ose I may safely assume that we all desire, 
if a real victory in our just cause should give us 
the power to demand it, that (Jermany should be 
made' to pay to tin* uttermost farthing for the ruin 
she has wrought, and, so far as forfeiture of wealth 
can alone — unha^ipily how little that is — should 
have extracted from her a monumental penalty 
tor crimes uni)rcccdented in all the history of 
man or beast. But my point here is that this 
[lenalty can only be exa<‘1ed by the enforced 
surrender of her goods — of her jiroducts. Refuse 
her ju’oducts, and you arp her best frimul, for 
3 'ou ri'fuse to exact any penalty whatever. How 
she can be made to pay I have on a former occasion 
endeavoured to set cut before an audience of the 
National Liberal C’lub, and as I have nothing 
to add to or subtract from that exposition, 1 
may be forgiven if I reproduce it. The technical 
frills and trimmings may bo complicated ; but 
the essential features of the transaction will, I 
trust, be somewhat thus, for only thus can they 
he effective: — Suppose that a house has been 
destroyed in Belgium, and is to be rebuilt at a 
cost of £500 sterling, and the amount charged 
fo the indemnity. Stripjjed of aU technical 



W) ECONOMIC FOUNDATIONS OP RECONSTRUCTION 


accretionss the transaction will run some\vhaL thus 
(Fig. 7) : 

Fio 7. 


Beloiutn 



Peace having been restored, and commerce taking 
on as much of its usual aspect as j)ODsible after 
the ])rofoimd disturbance of the war, Italy sends 
silk, value £.500. to Fngland and takes in exchange 
aji English bill. With that bill Italy ])ays Germany 
for German goods. German3' giv(‘s an order in 
Belgium for a house to be made for Germanv 
at a £500 s])ecification. Belgian cojitractors con- 
struct a house to Germany’s order, precisely as 
if intending to ex])ort that house, Avhen linished, 
to Germanj . Only, Belgium, when the house is 
made, and paid for with the Eiiglish bill which 
Germany sends on to Belgium, does not send the 
house to Germany ; she keeps the house for hei- 
self. And Belgium having imported goods from 
England, paj's for them with the English bill, 
which bill is duly honoured and dcstroj'cd. Here 
the course of trade shows only one abnormality. 
Italy, by sending silk to England, pays for chemicals 
received from Germany. Germany, In* sending 
chemicals to Italy, pays for the house built to her 
order in Belgium. Belgium, by building a house 
for Germany, pays for machinery imported frojii 
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England. England, by sending machinery to 
Belgium, pays for silk received from Italy. And 
the only link missing from tlic ordinary commercial 
chain is found to be the faet that Germany does 
not receive the house for her own use, but leaves 
it in the hands of Belgium. But in all other 
respects the house is just a German purchase, 
precisely like any other German purehase. Exactly 
as in the case where a man builds a house, not 
for his own use but for his daughter on her 
marriage ; the house will not be his house, but 
the expense of building it will be a charge against 
his estate, met by a cheque on his banking account, 
but in ultimate analysis paid for by — that is, 
received in exchange for —services rendered by 
him as lawyer, physician, or what not : — in a word, 
his products. 

And here we must pause a moment to note 
that the proteetionist alarm that the indemnity 
will increase Belgian tinem ployment finds in this 
analysis no shadow of justificalion, even from 
the protectionist point of vi'nv. Tbe terror seems 
to be lest houses ready-made should fall from 
German sky to Belgian earth without employing 
Belgian labour- dumped ” there for absoluteh 
nothing — “ a crime unthinkable.” JJut this is not 
so. A Belgian builder using capital, either his 
own or borrowed from the indeimiily fund, and 
employing Belgian labour to which he pays Belgian 
wages, builds a house as if for export to Germany. 
For the house he receives his price from Germany, 
but he does not export the house. 

I believe it cannot be too clearly recognized and 
understood that commodities made in a country 
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which receives an indemnity, and paid for out 
of that indemnitj^ are virtually exports from the 
receiving to the paying country, and have, upon 
the exchanges and money-markets of the world, 
exactly the same influenee as sueh exports. Ihiless 
this, the normal position of the forces at play, is 
rightly comi)rehended, I believe that the whole 
position with resjject to indemnities can never 
be understood. 

Here then is the method by whieh Germany 
can be made to pa^' ; here th(‘ way by which T, 
for one, hold tiuit Germany should be made to 
expiate, so far as payment can expiate at all, the 
hideous reeoi’d of crime unuttei’ablc. But it is 
not a way ; it is the only way. Bi'fuse her pro- 
ducts, and you turn your back on all prospect 
of justice. Refuse her products, and you will 
leave her to recall tin* memory of wrongs com- 
mitted, such wrongs is never before invoked the 
wrath of Heaven and the envy of Hell, with a 
complaisant smile at the impunity which has 
been brought within her reach bj^ your adoption 
of an erroneous economic theory, and pursuit of 
a dcludi'd ei'onornit* practice. 
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THE GP:NK11AL QITKSTION of EliEE TRADE 

We arc now, 1 trust, in a [)ositi()n to be able to 
sum u]> the broad, tliousib elementary, ])rineiples 
of econoraie scienee u]wn winch, as their founda- 
tion, we shall liave to base tlie eonclusions that 
should guide us through the tangled and difficult 
jiaths that must be traversed on our way to a 
happy and suceessful reconstruction of our economic 
system under the conditions incident to the I’cstor- 
alion of peace, 

Wc arc agreed, that is to say, that economic 
civilization must be restored, even as that civili- 
zation began, on the lines ol the precept, so simple 
yet so far-reaching, “ You do tliat, and I will do 
tliis, and then w'e will exchange,” the precept of 
mutual assistance and mutual de])cndencc, as at 
once the means and the condition of man’s physical 
prosperity. We have found that neither gifts nor 
payments nor loans can be made in an 3 '^ other 
lorni than that of things of the products which 
man can contrive to win from Nature, and to 
Alin the more elHcicntly the more thoroughly the 
mutual assistance of man and man and nation 
and nation has been developed and organized. 
We have agreed with Adam Smith that the ulti- 
mate cost to man of aeipiiring the things wherc- 

fti 
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with to satisfy his wants is tho toil and trouble 
of ae([uiring tlieni ; so that economic progress 
consi'^ts in diminishing that toil and trouble con- 
sistently A\tth merea-iing the amount of human 
satistaetion. Tliis toil and trouble is the ultimate 
pric's Nature’s pri'-e, Avliieh man must pay for 
his ev(Ty satistaetion ; and rightly and justly 
the diminution of this Nature-toll is the aim ot 
man’s eeonoinie contrivance. Let us for a moment 
revise and restate tins position, with tho aid of 
our Fig. 1 in the exposition of the Equation of 
International Demand, thus : — 

Ei^^land. Germany. 



As here shown, England has an advantage over 
flerinany in Cloth to the ('\t‘'ut of 10, and in 
lanen to the extent o+ .5 ; and it is the difference, 
marked 5' in the diagram, 'between these two 
advantages whieh constitutes the benefit to be 
shared betw een the two nations. 

Looking at this diagram, Ave Avere at once able 
to see in general terms aa herein the advantage lay 
to each side in the transaetion. It was that 


(ircimany gaA’^e less labour for the same cloth, 
and England got more linen lor the same labour. 


On both sides the ratio 


E Effort 

tS’ Satisfaction’ 


altered in lavour of humanity. 


Noav suppose thcj slate ot things here repre 
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sented to have become well established as between 
the two countries, and let us look a little more 
deeply into the exaet nature of. the gain. 

Tt is a well-known axiom of economic science 
that general values can neither rise nor fall.' Since 
tlie value of any thing can be measured (with 
certain exceptions) by the amount of some other 
thijig that it exchanges for, it would be obviously 
absurd to speak of either rise or fall of general 
values, since this would amount to saying that 
at one and the same time, everything exchanged 
ior more of everything else. Such a statement 
would be on a level with the fairy tale of the king 
who had fifty daughters, eacli one of whom was 
more beautiful than any of her sisters. But 
though it is impossible that, at one and the same 
time, Brow'n sliould be getting more of Jones’s 
hats in exeliange for his boots, and rJones be 
getting more of Brown’s boots in exchange for 
his hats, yet there is one shop. Nature’s, at which 
we must all buy, paying in the sw'cat of our brow 
for the bread we eat. At this slio]), toil and 
trouble are the currency in which we pa\ . Nature 
keeps that shop, and Nature lets us have the goods 
more clieaply provided we can find out how to get 
them. This is the Nature-toll, —the price Nature 
exacts for all the things we want. This may in a 
sense be described as a general* value -Nature’s 
price. And that price, that general value, can be, 
and is being diminished, because step by step w'e 
are wresting Nature’s secrets from her, and learning 
how to obtain more for less, — buying more cheaply 
at Nature’s shop. And this change goes by the 
name of Progress. 
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Once more let us refer to our figure, and let us 
enquire what is the measure of the benefit there 
shown, what is its amount, and what the terms 
of its sharing. 

Knghand’s advantage in cloth is 10, in linen ; 
and tin' ditference between th('se tAV'o advantages 
is 5. And it is this difftrcncp that is shared. Mi) 
international trade is a proeess. literally and 
accurately, of “ h])litting a ditference.” The nature 
and operation of tlu' forces b}^ which the differcnci' 
is split will call for a little more detailed exami- 
nation ; for we here come across an excellent 
opportunity for illustrating a distinction which 
often presents difficulties to students, the dis- 
tinction, namely, between Wealth and Well-being. 

In our diagram the five advantage-units are 
shown as being divided so as to give 2 to Eng- 
land and 3 to (Germany. But we found that if 
Germany’s demand for English cloth increased, 
if her economic hapjriiM'ss became more bound 
up in the procuring cf English cloth, she would 
have to raise her terms from 17 to 18 and so 
be content, as far as matinial goods go, with 
the smaller share of thi' shareable advantage. 
Here then we find the I'equired distinction. Tlie 
more the economic hapjriness (Well-being) of a 
nation de])ends on the maintenance of a given 
series of transactions, the smaller the share of 
the material goods (Wealth) which the nation 
must be content to accept in the partition of 
the total advantage. 

And again, let this state of things, after being 
long established, be suddenly interrupted, as lu 
war. And at once we go back. England goes 
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back, up the supply-price curve of Increasing 
lleturn, to a smaller production, and a higher 
price, of cloth ; while in linen, in return for her 
10 units of effort, she obtains a smaller linen 
satisfaction ; smaller by an amount equal to what 
(Jermany could make with 2 units of her labour- 
ca])ital effort. 

The trade shared out to us the advantages : — 
its stoppage restores the loss, brings back the 
wasted cllorl, the higher price, the lesser satis- 
faction, 

“ It is the maxim,” says Adam Hmith, “ of every 
prudent master of a family never to attempt to 
make at home what it will cost him more to make 
than to buy. The tailor does not attempt to 
make his own shoes, but buys them of the shoe- 
maker. The shoor7raker does not attempt to make 
his own clothes, but employs a tailor. The farmer 
ati(‘mpts to make neither the one nor the other 
but employs those different artificers. All of them 
liiid it for their interest to employ tlicir whole 
industry in a way in which they have some advan- 
tage over their neighbours, and to piirchase with 
a ])art of its produce, or what is the same thing, 
with the ])rice of a part of it, whatever else they 
' have occasion for. What is prudence in the conduct 
of every private family, can scarce be folly in that 
of a great kingdom.” 

Those advantages of mutual intercourse for 
pur})oses of exclxange being thus admitted, tlie 
<|uestion arises as to the reasons, if any, for 
at)andoning them. And the burden of proof clearly 
lies upon the advocates of interference with the 
citizen’s free choice as to where he is to look for 

s 
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a market for liiw wares, ami wlioiiec* he is to draw 
the .satisfactions of his wants. And if sucli inter- 
ference is to be jjerinitted at all, we still shall 
need to know Iioav far it is to be earned, and on 
what ])rinei])les it is to be limited. 

Some there ar(' who urj>e that if goods can be 
produced by those who are our immediate neigh- 
bours it is as unwise as it is unnecessary to imi)ort 
them from a distance, thus adding the expense 
of transport to tin* unavoidable eo.st of jn’oduetion. 
But in such case the plea is <loubly s(‘lf-destructive. 
Unless the imported goods can be delivered in 
the market, after paying the cost of carriage, more 
cheaply than they can be produced at home, 
tiiero will be no need to interft'n*, for the expenses 
of carriage will have acted as a nattiral iwoteetion, 
and under such eircnnistanees the imports will 
not come. And if the objeetu'ii is ,sim])ly to goods 
from a distance which might be brought from a 
nearer ])lace of origin, how is it that the pro])o.sal 
is not to protect Dovei’ against Newcastle, places 
separated by some ‘.hree hundred miles, wdiilst 
protest is raised against Dover supplying herself 
from (Wais, only twenty-one miles across the sea ? 
Why not protect lAverpool against Manchester ? 
Why should not Liver{)ool set to work cotton 
operatives of her own, instead of being dependent 
upon ManchestcT for every yard of calico she uses V 
There is in all probability coal under the hills of 
Kent. Why should not Kent “ fiiid work ” for 
miners of her own instead of bringing coal all the 
way from Northumberland ? I may be told that 
is just what Kent is thinking of doing. And 1 
reply that Kent is hoping to find that her coal 
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can be produced more chca]>ly from under lier 
own aoil, and that in such case, it will be, in Adam 
Smith’s phrase, “ cheaper to make than to buy.” 
Just so ; but miless and until it has been proved 
that it w cheaper, the Kentisli coal will remain 
undisturbed ^whei’c Xaturi' has jJaced it ; thus 
showing beyond any shadoAv of doubt that the 
argument for refusing imported goods from foreign 
sources is ijolitical, not economic, and cannot be 
maintained after tlic economic advantage is estab- 
lished as a fact. 

But now conics the clever man, the man who 
knows, a commercial man, a practical man, that 
is, a man wliosc one theory is that all theories 
must be wi*ong. And he says, “ Don’t listen to 
that person at tlie National Liberal Club ; he 
doesn’t understand what he is talking about. 
Now I make linen, and I know all about linen. 
And what you ought to do is to exclude this 
Cerman linen altogether, and then 1 shall be 
able to make all the linen foi the English market, 
and I shall find work for English hands at making 
Englisli linen, and pay Euglisli wages for English 
labour, and everybody will live ha])])y and comfort- 
able ever after.” 

Yes, everybody excex)t certain persons, to wit : 
(1) All the English consumers of linen, who will 
have to pay their ten units of effort all the same 
and get less linen for it. And fmrther except (2) 
the makers of the English cloth for export who, 
having now only the English market, will be 
thrown out of work so far as cloth is concerned, 
and will have, if they are lucky, to get a job at 
linen. Now 1 may be reminded that, when our 
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Fig. 2 snowea England turning from making cloth 
and linen to making cloth and cloth — ^for home 
and for export — the linen man had to find a job 
at making cloth, and it may be urged that the 
one change will be no harder than the other, so 
far as the laboiu'ers are concerned. But this is 
not so. For when the change was from clotli 
and linen to cloth and cloth, the price of both 
cloth and linen fell. And therefore the demand 
for these commodities was increased, and the 
number of labourers {'ni])loyable at making them 
was increased also. For in any aird every industry 
the quantity of ihe commodity that can bo sold ^ 
depends on the price, and the number of hands ' 
that can be emjiloyed depends on the cpiantity 
that can be sold. No, therefore, when the ehatige 
from cloth and linen to cloth and cloth cheapened 
these commodities, there would arise a demand 
for more hands to make them. But the reverse 
change, the change back again to cloth and liiien, 
by making both of them dearer, will diminisli 
the number (unployable, and thus will certainlx 
throw some of tlunn out of work. Thus un- 
employment will increase in the land. Our 
clever man promises to find “ work ” for English 
hands ; and this promise he might, judging from 
past history, be able, in a way, to keejj. For in 
1842, when the exclusion ]>olicy was in full swing, 
the pau])er -broken stone heap of Leeds — wdieio 
they know something about cloth — mounted b' , 
150,000 tons. 

“ No man,” said Archbishop Whatcly, “ ever 
wanted work ; what men want is wages.” And 
only an increase of produce can permanentl) 
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increase the capacity to pay wages. For pro- 
ductiveness is Nature’s demand for men. 

But some there arc, like our clever friend just 
nicntioned, who would persuade us that unless 
we close our markets to keep tliem safe for the 
lioine i)roducers, the foreigner will let loose upon 
u'' the process known as “ duniping,” to the ruin 
ot our native industries. Jlumping has been defined 
a-i “ tli(‘ sale ol goods in a ])arlicular market at 
prices lower than those at which the goods are 
currently offered in the country of manufacture.” 
Wc will refuvn to this i)oint later. But for the 
present T should like to point out that during 
tlic war it has of course been our object to injure 
the enetny by all tlu' means of legitimate warfare. 
And if unrestricted oxcliangc is realh'^ as injurious 
to the prosperity of a country as our clever friend 
would have us to believe, then what Ave ought to 
have done for the last four y:?ars Avas to “ dump ” 
all kinds of goods, Avlieat, pork, and clothing, into 
(lermany far below cost piiec, or even free gratis 
and for nothing. To hear some folk talk, that 
would seem to have been, in their opinion, an 
infallible but neglected method ot bringing such 
iri'esistible and fathomless ruin upon the industries 
of Germany, and such permanence of poverty 
upon her people, that aac need only to have ex- 
tended the process a little, and supplied them 
gratis Avith everything they required, and we 
could liaA'^e awaited the result in a peace the terms 
ot which we could have dictated at leisure, to 
the vast economy of invaluable life. But this 
safe and certain road to victory was never, so 
far as T am aware, pointed out by the Daily Mail 
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or the Morning Post. The natural instinct of 
the Man in the Street was too sound. And any 
patriot who had tried to ruin Germany by supply- 
ing her witl) English goods on the cheap, would, 
if caught at it, have had to face an extreineh 
unconifortable interview with Dora.^ 

It is with justifiable alarm that one sees the 
tendency asserting itself in some quarters to regard 
the war as an opportunity for })ushing the adoi)tion 
-under com))ulsion for ehoiee — of nostrums of 
every kind, including the economic nostrums which 
in tinu's of |)eace had been wholly discreditc'd by 
Force of argunnait. And amongst them an oppor- 
tunity seems to have been disec'rned for “capturing 
the trade of Germany.” By all means, if this 
im])lics that ne are to abandon the stu])id indus- 
trial eonservati. ni which has handed over so many 
neutral markets tb alien enterprise. For it is 
only too true that in some directions foreign 
markets hav'(‘ been .lost to British producers: 
but it has not been by “ iinfair ” competition, 
but by sheer incapacity 1 say it with deep regret 
of the British ]'rodue(Ts rtiejnseh''es. »So long 
ago as 1897 a Blue Book. Gd. H4-f0, on “Trade of 
the British Empire and Foreign (bmpetition ” 
contained the statements of British re])resentatives 
living abroad in [ilaees where British goods had 
been supplanted by thos(‘ from foreign sources of 
sujiply. It is not pleasant reading for any Briton 
who takes a patriotic pride in the industries of 
his native land. In ease after case it shows hoiv 
markets have been lost by ci*ass obstinacy or 

> It miy bo for tlio benefit of posterity to record here tlud 
Ihe Defence of the Realm Act has been currently thus known 
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ingenuous stupidity. The precious “ Merchandise 
Marks Act ” which was to identify all goods “ Made 
in Germany,” and so procure orders for the British 
])rodueer, has of coiirse, as every economist knew 
it must, woi'ked in exactly the opposite direction. 
Says the Blue |>ook — “ A considerable proportion 
of the a])parent increase in foreign importations 
is attributed in most of the Colonies to the effect 
of the Merchandise INIarks Act. The obligation to 
mark foreign goods with the name of the producing 
country has made colonial customers aware that 
these goods Avere of fonagn and not British make, 
and they have* besiun to ship them direct from 
foreign ports.” Another c()rresj)ond(Mit, speaking 
of the boot and sho(‘ trade, says --“It is the 
necessity for such climates of lightiK'ss and tle.xi- 
bility, points winch English traditions combat 
and condemn, })ut of A\liich the determined neglect 
has opened most of our colonial markets to the 
lu’oductions of the Contineiu and America.” Again, 
another correspond«’i\t “ Through the supineness 
of English manufacturers years ago the American 
axes were allowed to supplant the English ones 
owing to their greater suitability to colonial work ; 
and they have gained such a Brm footing in the 
Colonics that it is a difficult matter to oust them 
now'.” Great industries and small, it is the same 
story, “ Britannia -metal s))oons Avere made in 
largo (piantities, and the trade at one time was 
entirely in the hands of Sheffield manufacturers ; 
but in consequence of their obstinacy in refusing 
to draAv an iron wire through the handle, this 
trade has been eiitirelv lost to this countrv.” 

Truly, a mere theoretical economist may welj 
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pray for patience to tolerate these practical men. 
To protect their own goods they invoke the whole 
force of an Act of Parliament to advertise those 
of their com]>etitors, and raise to the skies their 
protests when their advertisement tak('s effect. 
Our bootmakers produce boots veil suited to the 
cold and wet of our climate, ami refusing to listen 
to the bitter cry of tortured toes where the weather 
is dry and liot, raise plaints to Heaven, Avhen 
they lose the trade, that tliey are mined by unfair 
comj)etition. And then the spoons ! Under the 
name of a protective tax we are asked to submit 
to the imposition of an additional out-door relief 
])oor-rate for the pres(‘rvation of the trade of 
persons who w'ould rather lose that trade than 
run an ii’on wire through the handle of a J3ritannia- 
metal spoon. Surely this is to carry rather far 
the virtue of sacrifice for a ju’ineiple. Surely w(‘ 
inaj'^ suggest that such virtue would be best 
exalted if the sacrifice were paid for by those wlu) 
elect to incur it. 

If then w'e can learn to leave off making what 
we think our eustonuTs ought- to want, and take 
to making instead what they really do vrant, 
and so win back the reputation of English goods 
as really the best and tlu' cheapest, let us by such 
means capture (Jerman trade or any oilier trade 
wheresoever w'e can. Bui a nation’s exti’emity i« 
the nostrum -vendors’ opportimit 3 ^ Tnoeulators, 
patent medicine vendors, and quacks of every 
kind, still find time to shriek for the compulsorA 
adoption of their methods, and money for adver- 
tisements, whole columns long, in the pages of 
the daily press ; so it is only to be expected that 
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those who look for prosperity in compelling us 
to make things dearly at home instead of buying 
them cheaply abroad, should be raising their 
lieads amongst us. 

So that in respect of this so-called capture of 
tlu' trade of (Germany, much Avill depend on the 
meaning to be attached to the phrase. Referring 
again to our Rig. 1, if it is meant that there is 
now an o])])ortunity for making linen in England 
better and cheaper than it can be imported from 
(termany, then 1 would say, by all means try ; 
and if you succeed, 1 shall he the first to cry, 
“ Well done.” But if you mean to ask me to 
pay more for my linen in order that 1 may say 
that it was made in Kngland, though it could not 
be made in England but for a statute to keep its 
clicapt'r com])etitor outside them 1 I'cply, that 
the time of recuperation from the ravages of a 
terrible war is not the season to ask me to increase 
my c'xpenditun* upon out-door relief ; that your 
policy is not one of gain but of loss ; that you 
invite me not to promote the prosperity of our 
land, but to deepen the shadow of its distress. 

But you ma_\ tell me that evem when the coming 
])eace is connected it will not be safe, for political 
reasons, to ri'store the full freedom of trade with 
(Icrmany- that we niu.'>t refuse to trade with her 
as a measure* ot juveaution against remnehe. Well, 
if Asquith, and TJoyd Ceorge, and a few more of 
that calibre, ail assure me that this is a necc'ssary 
measure for British safety, tlu'n I will submit 
uith what cheerfulness T may, just as 1 submit 
to taxes for the building of dreadnoughts, that 
've may hold for ever sec\u*e the foam-lashed 
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frontiers of our island home. But though I am 
one of those who, long before the war, used the 
whole of my little influence to back up the policy 
of a mighty navy, suprcune, unchallengeable, I 
have never denied or doubtc'd that that navy was 
(‘xpensive a w'ise and necessary expense, but 
an eeononiie loss. And just as peace comes not 
perfctdly to the world until dreadnoughts arc no 
long('r iK'ee.ssary in politics, so, if we must injure 
(lermany and oursc'ives by restrictive regulations, 
we th(‘rein and thereby fall short of real economic 
peace. It nia> b(' necessary ; — it will none the 
less be loss. 

Still I may be told that this is all very well in 
theory, but it do(‘S not do in practice. I reply 
that this is scientifically im])ossible. If it really 
does not do in practice, it does not do in thcoiw 
either. Show me what is Avrong. This plea means 
hVee ti’cade is unanswerably right, but T AAant 
my monopoly.” Honesty is the best policy — for 
other people. 1’heor\’ is a truth to be aj)plied to 
others; practice, an error I want to maintain for 
my own benelit. It is therefore useless to simply 
describe nu* as a tiieorist ; that does not answer 
nu*. I repeat my claim a fair one in any argu- 
ment on which, as in this c.ase, grave national 
issues depend — that _>ou should show me what is 
w rong. 

(So tin* protectionist begins again. We ought 
to tax the importation of any goods which it is 
])ossible to make at home, so as at once to protect 
the home producer, and obtain a great revenue 
to go towards the ])ayment of the interest on our 
colossal tlebt. But here enters the fundamental 
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fallacy of a so-called protective tax. There is 
no such thing as a protective tax. A tax is 
a contribution to the revenue. Wherefore there 
cannot be such a thing as a ])rotectivc tax, for 
the sim])lev reason that if it is a tax it does not 
protect, and it it protects it is not a tax. Let 
us see. Sup])ose tliat in the presence of what is 
called a protective tax on French silk, an English- 
man ])roposcs to purchase a silk dress for his wife. 
Then of two things one. The* tax makes tlie 
French silk dearer than tlie English silk. So the 
intending purchaser will either say, “ My wife 
likes a French silk, and a French silk she shall 
have ; hang the expense ” ; — then the French silk 
conies into the country, the (lovernment gc'ts the 
tax, but the English ])rodueer does not get the 
order ; and there is ta.x, but Po protection. Or 
else the would-be purehas<‘r of the French silk 
says, “The tax makes the French silk too dear; 
my wife must put up with the English silk.” Then 
the English manufacturer gels the order ; but as 
the French silk does not c ime in, the Oovernment 
gets no ta.x. And in this eese there is protection, 
but no tax. Clranted that a given fiscal arrange- 
ment may operate sometimes as a |)rotection and 
sometimes as a ta.x. But if and when and to the 
extent that it is a |)rotection, then and there and 
to that extent it yi(‘lds no revenue. And if and 
when and to the extent that it yields revenue, 
then and then' and to that extent it affords no 
protection to the home ])roducer. And it can 
only succeed in being really and thoroughly pro- 
tective by failing altogether to bring one penny 
to the exchc(|uer. For it is past the wit of man 
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to invent a protective tax. If it is a tax it does 
not protect, and if it protects it is not a tax. Which 
is not to deny that in eith(*r capacity it is always 
an imposition. Tlius whosoever tries to persuade 
us that a really ju'oteetive tax will bring a con- 
siderable revenue to tlie State, either does not 
know what l)e is talking about, or is deliberately 
misleading his ht'arers. 

But still, it may be urged, we ought to tax the 
foreign dealer wbo comes here' to sell his goods, 
and make,-, use of our markets. He oiight not to 
be allowed so to do wilhoul coniributina, to our 
revenue'. Wt' must “ tax the loreigiu'r.” Excellent 
well, but how are' vou ge)ing te) do it V Referring 
again tee Fig. 1, the aim is to tax the femeign venelor, 
the man who come's to sell his linen. Put then 
a tax on the impeu’tatieen e>f (lerman linen. Tliis 
will make the linen elearer. England’s demand for 
it will fall off e'ither to se>me e'xtent, em ne)t at all. 
If not at all, then obviously Englanel will pay 
t})e whole tax herself. If Englajid’s demand docs 
fall e)ff, then the Clerman linen will no longer pay 
lor the w'hole ol the English clotii ; Clerman mone_\ 
will come to England to pa_)' for the rest of the 
cloth that is not paid for by the linen. English 
])riees, including the price of cloth, will rise ; and 
the German whom you tax is not the vendor ot 
the linen, but the buyer of the cloth. It is quite 
possible to tax the foreigner ; but from the pro- 
tectionist point of view, you tax precisely the 
wrong foreigner. 

Still the practical man sticks to his guns. “ This 
is all very well,” he declares, but every one knows 
that before the war England was being ruined by 
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your free trade.’’ Well, lei us see. We will take 
the facts for the t\rcuty years before the war^ 
and compare the state of things in 1893 witli that 
prevailing in 1913. And we sliall find that there 
is no test of prosperity and of |)rogress that we 
can a])j)]y that fails to prove the eoniplete contrary, 
(^onsider the annexed table. 

Twenty Veaks of Progress jn £ Millions. 


Deposits in Trustee Savings Banks due 
t(j Depositors at end of year 

Capital of Provident Societies . . 

Sales of goods by Industrial Societies in 
the United Kingdom . . 

Co\ eminent Stock in Savings Banks at 
end of y<'ar 

Income in United Kingdom assessed to 
Income Tax 

Income Tax, yield per penny 

Clearing-house business .. 

Post Office Savings Bank : Due to 
J3epositors at end of 3 ear. United 
Kingdom 


I 


1013 

I 

£ milliiiiis £ millions 

42 1 5« 

I2i I 40J 

4f) j 13(5* 

G i 26], 

I 

674 755 » 

2 | I 3 

6,478 ' 16,436 

I 

801 I 1«J0| 


Here we have tests apjn’opriate for the rich, and. 
tests also for the poorer and middle classes. And 
tluTC is not one bnt shows the immense advance 
the land has made contem])oraneoiisly with the 
prevalence of the fi’ee-trade [loliey. Of course it 
would be possible to urge that, vast as is the 
})rogress thus shown, it might have been greater 
still under some other regime. Possibly ; but we 
can only go upon the ascertained results. As 
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Drydeii ^aid long ago, “ What might be is unknown ; 
what is appears.” And one thing emerges beyond 
dispute : during those tw'o decades England was 
not being ruined, whether by free trade or any- 
thing else. And her unjiaralleled contributions 
since 1913 to the greatest war in all historj'^ do 
not give us the impression that the year 1914, of 
evil memory, found her bovv'ed down in poverty 
under the burden of free trade. 

“ Still, you can’t deny that free trade throws 
men out of \vork.” But that is just what 1 do 
deny. That men employed in a trade hitherto 
protected, and existing only on the strength of 
that protection, may, wdien the protection is 
withdrawn, have to find employment elsewhere, 
and may even find it difficult to do so, of co\irse 
nobody denif“-' And here 1 may remark, paren- 
thetically, that in my judgment, no community, 
any mor( than any individual, has a right to 
suddenly become virtuous at another’s expense. 
And when a country has been insane enough to 
bolster u]) a decaying industry by a measure of 
protection, and then, ir a lucid interval, removes 
the protection, it is the clear duty of that country 
to make the tr<ansition of those who are thrown 
out by the change to a more rational system as 
easy as ])ossible, even should the necessary assist- 
ance involve some p\iblic expense. But for the 
present argument that is neither here nor there. 
AVheu it is said that free trade throws men out 
of work, w'hat is meant, and what 1 deny in toto, 
is that free trade leads to a greater amount of 
unemployment in the country as a whole : — ^that 
the working classes are made to endure harder 
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times. Again I refer to the figures, taking those 
for the decade 1904- to 1913. Those figures are 
represented in the aceompanying diagram (p. 112). 
They show, for each year, the pei’centage of the 
unemployed as given in the trade union returns 
contained in the Labour Year Book, brought into 
strict comparison with tin* returns ot Manufac- 
tured Imports, as slun\n in the Blalislical Abstract. 
In every case, with one \ery slight exception, an 
increase in the manufactured im])orts is connected 
with a decrease in the percentage ot the uncmjdoyed. 
Starting with the year 1904, the im])orts wei*e 
£136 millions, and the unemidoycd ])ereentage 
was 6 %. Next year the imports rose to £144 
millions, and the unemploy«'d fell to 5 %. N('xt 
year imports again rose to £156 millions, and again 
the unem})loyed figure goes down to 3‘7 And 
so on all through the diagram, hi tlic year 1907-8 
the imports fell from £155 millions to £143 millions ; 
and the unemployment figure springs up to no 
h'ss than 7 ‘8 %. A slight rise jiext yt-ar to £148 
millions worth of im])orts is accompanied by a 
fall, also slight, to 7*7 ot unemployment ; 
whilst in the two following years a continuous 
rise of imports to £166 million.' goes with a drop 
in unemployment to 3 %, or ]es.< than half the 
figure for 1909. The sole exception, »Md that a 
very small one, is shown for the year 1911-12, in 
which a ri.se of imports trom 166 to 185 mijlions 
is attended bj a rise in unemployment from 3'0 
to 3‘2 %. Where is there .any trace of cvidein'e 
that unemployment increases when the country 
imports more things to consume ? Of course the 
tendency must be the other A^ay.• There is no 
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buying without selling ; and whoso comes here 
with goods to sell, brings here also a demand for 
goods made in England with English labour ; and 
the more such sellers come, the more of such 
buyers tlicre^ must be. 

Let mo not be misunderstood. I liave dealt in 
this diagram with the tragic (question of unemploy- 
ment. 1 have shown some of the statistics of 
that c(uestion. But I would not be suppo.scd to 
regard it liiditly. On tlie eontraiy, T recognize in 
this question of the unemployed, and the relation 
of protection to that questmn, one of tin* gravu'st 
|)robl(*ms of the day, and one likely to become 
dangerously acute during tin* i)criod of recon- 
struction now immediately before us. I5u1 it is 
just because I do know the full pathos of it, nay, 
iium*, the danger of it, that I denounce the quacks 
wlio prey oji misery, the deceiv'ers who ought to 
l)e the guides, who make the expectations of the 
poor to ])erish, who mislead the hungry, and 
delude the starving with the miragf* of a meal. 

Still our practical man is not satisfied. “ Surely,” 
he says, “ if you buy British goods, you are sup- 
porting British industry. Look at the railway 
stations. You will lind all the advertisements 
are of my opinion. ‘ Buy Blank’s matches, and 
su])port British industry.’ What do you make 
of that ? ” 

Well, for some time past, I should liave been 
fpiite glad to buy Blank’s matches, or any other 
matches if T could get them. But that advertise- 
iTient is a most iiasidious delusion. If it said 
‘Buy Blank’s matches, and support Blank,” there 
Would have been nothing more to be said about 
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it, save to congratulate it on a candour unusual 
in advertisements. But it means you to infer 
that by buying Blank’s matches there is a larger 
total of labour rendered employable in Britain 
than there would be if you bought the matches 
imported from, say, Sweden. But this is only 
another form ot the argument we have just con- 
sidered with the hell) of our diagram. Sweden 
comes to sell matches, and also to buy woollens. 
And if we exclude the Swedish matches, \vv 
diminisli the demand, and therefore the amount 
of labotir em])loyable, in the woollen industry. 
Thus you make both cloth and matches dearer, 
and tlie everlasting jiroblem of the ratio 


effort 

.satisfaction 

confronts you again, with its terms all against you. 

If may perhaps be urged that if the Swedish 
matches be excluded, it may be possible to 
set to mateh-making some labourers within the 
country Avho have hitherto been in the ranks of 
the unemployed. Then, it may be said, these 
men will replace the Swedish demand for cloth, 
so that the English cloth-makers will make a'' 
much cloth as before, and there will be men at 
W''ork making matches who were formerly making 
nothing. But the cloth demand of siich men can 
obviously replace only a small portion of the 
Swedish demand. Even while unemployed, they 
or some one on their behalf, must have demanded 
some cloth, even if only a little. And the extra 
demand arising from their establishment as maker" 
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of matches can give employment to but few of* 
tlie cloth -makers who were formerly making cloth 
for export to SAveden. And as less cloth will thus 
be made, all cloth will become dearer ; while, as 
matches will be Icsi eflicicntlv made, all matches 
will be dearer too. And all consumers, both of 
(‘loth and matches, will suffer from the ado])iion 
of the seheme. Of all possible plans, therefore, 
for dealing with the unemj)loyed problem, such 
an one is seen to be amongst the most c\'])cnsive 
and the least satisfactory. 

Another bogey held up for tlu* terrorizing of 
the free trader is the excess of imports over exports 
in England. But the dread of this state of things 
is hardly comprehensible. It is true that in 191,‘l, 
the last com])lete year before the war, our imports 
of goods exceeded our exports of j)roduce by 
about 213^ millions. But why not ? In the first 
place, the excess is shown in goods only ; and 
when it is rc'm inhered that a large proiiortion 
of our imports is due to us for services rendered 
—invisible exiiorts, as they have been w'ell named 
- -there remains hardly any mystery to clear up. 
We did most of the carrying trade of the Avorld 
before the war, and for this service we had to 
be paid. And as we have already found that 
no real payment can b(* made in anything but 
goods, Ave have here the explanation of a large 
part of the difference. Insurance coA*ers another 
l*'rge item. But the main point to bear in mind 
w that, in the nature of things, the imports of 
the whole world must exceed its exports for just 
so long as the v'orld has any prosperity left. 
J^or if trade as a whole admits of profits at all, 



116 KCONOMIC FOUNDATIONS OF RECONSTRUCTION 


the merchant Avho sends out a cargo of good.-, 
valued at so many pounds, will and must rccei-vc 
back a cargo in return, the value of which exceeds 
the value of the export. If not, the vf'utun' 
has been a failure. A consignment of cotton 
goods goes to China, value 1^1,000. The exporting 
jnerehant g(“ts back a cargo of tea. wl)ich realizes, 
let us say, £S0(). He uill have contributed to 
tlu‘ trade .statistics in the direction most approved 
ot by the protectionist ; his ('xports will have 
exceeded his im])orts ; but such a business, it 
persistent, can land him luswhcre but in the 
bankruptcy court. 

Now it must be understood that th(‘ r(‘ference 
to the prosperity of England under free trade 
cannot be taken as a ])ositi\’e argument. It is 
a eonelusive negative ; biit it is as a reply, and 
not as an ass(‘rtion, that it is of both importance 
and validity. Our prosperity is no answer to 
the man who says that we are not as w'cll off as 
we might be ; but it is an answer, and a final 
one, to the man who says Ave are not as- well oil 
as we were. But when the-- argument is turnc'cl 
the other way, and ne ask how well olT the country 
w’as under the old jcrotectionist n'yinir, avc> liud 
at once that no proini.se of future pros^ierity can 
be founded on the mejnory of protectionist Engiaiid. 
As against this record of free trade and prosperifA 
Ave are invited to go back to a system AA'hicli wc 
have fully tried, and found Averse than Avauting 
Our industries are to look back along the jiath 
of progress, nor fear the fate of the Avife of Let- 
And what shall w’^e look back to ? Back to time'-- 
told of by the real pi’ophets of the people, Avhc'n 
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T(»m Hood voiced The worker’s plea m his Lay 
of the Lahourer : — 

The harvest stack to bind, 

The wheaten rick to thatch, 

And never fear in my pouch to find 
The tinder or the match. 

And more jjotontly still when he sang the Song 
of the Shirt : — 

() (lod, that bread should be so dear. 

And flesh and blood so cheap. 

And when Mbenozer Elliott, in a white heat of 
passion, was uttering the scathing denunciation : — 

They murdered hope, they fettered trade, 

The clouds to blood, the sun to sliade, 

And every good that (tod had made, 

They turncMl to bane and mockery. 

Hack to times told of in solid histoiy, grim and 
ract-d(»^iling, of Bolton, my own native town, in 
ISM), of whi(*h Ouizot tc'lls us that it “was tlu'own 
into a condition of utter ruin. Out of fift}^ manu- 
factories thirty were' closed ; more tlian five thou- 
sand o])eratives knew not where to seek or obtain 
the means of sustenance. Disorder and crime, 
\v('ll as misery, iiuTcascd with awdul rapidity. 
Nearly half the houses w'cre tenantless ; the 
l)risons overfloAved ; infants died in their motliers’ 
arms ; fathers deserted their wives and families, 
•striving to forget tliose wlioni they were no longer 
able to maintain.” In this same Bolton, where 
in one week, a hundred wedding-rings wTre pledged 
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to obtain food. And those avIio know our North 
and its su])orstitions kiAOW what that means. 
Up there it is in the last degree unlueky for a 
woman to remove her AAcdding-ring on any aecount 
whatever ; and those poor pledged hoops of gold, 
many of them worn so thin that it must have 
been little enough that they AAOuld fetch, told 
the tragic tale of a home stripped of every article 
that Avoidd sell for a ))enny. 

Such days must never come again ; — “ there 
must be no next time.” 

Nor must it be forgotten that the benefit of 
protection, should ])roteetion be restored, is of 
but limited scope even for the protected industry. 
(Competition is to be teared from rivals at home 
no less than from rivals abroad ; and should 
protection succeed for a time in raising above 
the normal the profits iji a given trade, that trade 
AAdll at once be invaded by a host ol profit -seekers 
whose competition will need but little time in 
which to force doAvn the profit rate to the current 
level. Inefficiency has not only the foreigner to 
dread ; and the really efficient-ir-who are efficient 
enough to hold tlieir oAvn agaijist their competitors 
at home have little to fear from foreign producers. 

Another grave omission in the protectionist 
argument is to be found in its neglect to take 
account of the serious question of associated 
industries, which general ([ucstion includes that 
of raw mat dials and finished products as a 
particular ease. When an article of foreign origin 
is prohibited from entrance iiito home ports in 
the supposed interest of some home production, 
it Avill often happen — so often in fact as to be 
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the rule rather than the exception, — that other 
home industries, closely associated with it, are 
adversely affected. P'or instance, when some years 
ago the importation of live cattle was restricted, 
it was revealed to many who had forgotten, if 
they ever krtew, that every atom of a beast is 
utilized in some home industry or other. To 
say nothing of so important a material as the 
hides, the horns also, and the hair, the bones, 
the hoofs, are the materials of endless numbers 
of small articles, products of home industry ; 
the tongues are not only cured tor food, but are 
made to nestle eoaxingly in those cardboard boxes 
which have been eonspieuous amongst the cares ot 
our Trade Boards; whilst, as result of the ])rohibi- 
tion, drovers and eattle-men found their occupation 
largely gone. And in the olos»‘ interweaving of 
our industries, that which is a finished article 
to one trade is the raw^ material ot another. So 
Bermondsey, where they do tanning, had to be 
promised an exclusion ot foreign leather ; whilst 
Leicester and Northampton, where boots are made, 
clamoured, not without success, tor the tree iin- 
portation ot leather as their raw' material. 

But I may be told that these are after all mere 
matters of detail, which can be adjusted in 
subordination to the main ])urpose of National 
Independence. With a passing protc'st that suc- 
cessful commerce, to those who really appreciate 
its nature, is little else than a matter of one huge 
complexity of detail, it is enough to reply that 
this “ independence ” is a right fool’s word, foolish 
economically, and morally inadmissible. All sound 
economics must be founded on mutual aid and 
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the correlation of connected efforl. We have 
admitted the advantages of division of labour ; 
if wc now go back upon that admission, the whole 
of economics must be rewritten. 

But surely, it is urged as a final plea, there can 
be no wrong done by protection if all are alike 
protected. Protection of all must be fair to all. 

And this final plea breaks down as badly as, 
or even worse than, all the others. You cannot 
do it. To all industries which by the nature of 
the case can be exposed to no outside competition, 
])rotection of the other industries comes as a 
decree of ])lain and sim])le spoliation. Where is 
the professional man, the cloetor, the lawyer, the 
teach(T, to look for eomj)ensation for the increased 
prices he is called upon to pay out of his earnings 
for every article of his daily consumption V You 
cannot tax or prohibit the importation of medical 
advice ; yt't the medical man is to pay a mono])oly 
I)riee for the bacon and eggs of his breakfast, 
and the meat and vegetables of his dinner, while 
even the pai)er on which he writes his prescri[)tions 
is to cost him an additional fiftj'en per cent. Tlu* 
elementary school teacdier, already scandalously 
under})aid, is to have his meagre salary still further 
reduced in real value by artificial dearness without 
the smallest chance of having the ])riee of his 
invaluable product— sound citizenship — raised by 
a penny’s worth rmder any ju’otective enactment. 
Protection of all is a physical im])ossibi]ity. And 
besides, if the impossible M'^ere after all achieved, 
what the better would any One of us bo for the 
achievement ? In the important sense of buyiiig 
at Nature’s shop, before alluded to, we should 
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only havo suoctH'dcd in raisin,^ gonoral values, ^^'o 
should all of us be paying more in terms of labour- 
c-apital-effort for everything we consumed, and 
th(' benefit, if benefit there were, to each of us 
would be counterbalanced by the tribute that 
each must ])ay to other. What is the good of thus 
living by taking in each other’s washing ? 

For it’s as plain as plain can be, 

With this conclusion all agree, 

When every one is soinehody, 

Why, no one's anybody. 

But here enters the greatest good of the greatest 
number. Says Adam Smith (T. x. 2) : “ The pro- 
|)(M‘1y which every man has in his own labour, 
as it is the original foundation of all other ])roperty, 
so it is the most sacred and inviolable. The 
patrimony of a })oor man lies in the strength and 
dexterity of his hands ; and to hinder him from 
employing this strength and dexterity in what 
manner he thiirks proper without injury to his 
neighbour, is a plain violation of this most sacred 
pro])erty.” But this pi'incijde of the poor man’s 
patrimony — of in’operty, inalienable ])rop('rty, in 
on(“’s owm labour, — applies all round, to rich as 
w('ll as poor, to man and woman alike. Here 
free trade becomes a ([uestion for the masses of 
the people. It is amongst suffering sad humanity 
that the extinction of free trade would be as a 
light gone out, deepening the shadow that makes 
the toiling life so grey. By what right, I want 
to know, do you take from me, or tax upon me, 
this final property — the right to make my labour- 
(sapital-effort as productive as may be, for myself 



ff2'"''BOONOHiq yCWmsaWKS OT 


and for the community of which I am a part, 
of human desire satisfied, and human need sup* 
plied ? By what right do you demand that I 
should work for six hours in order that my want 
should be supplied by you, when here is one who 
will satisfy that want for five hours of my labour ? 
To bring me nearer to my grave by just one hour 
of resultless work, with nothing whatever to show 
for it ? Do you plead that without it you cannot 
live ? Then describe your claim by its proper 
title, as one for out -door relief ; and speak not of 
a protective system, but move for an extension 
of the poor-law. Do you simply urge the right 
of the stronger ? Then the issue T will s(|uarely 
try at the bar of jjublic opinion ; nor shall hand 
of mine be ever raised to strike the freedom- 
spreading British flag at the summons of the Jolly 
Roger. In such proceeding Government overstci)s 
its legitimate powers ; for you have no more justi- 
fication for the drafting ot a wicked budget than 
for the waging of a wicked war. 



LECTURE V 

RECENT ATTACKS ON FREE TRADE 

So far, we have seen that the jn’inciple known 
as Free Trade is in full acet)rd with the funda- 
mental truths of Eeonoinic Science. We have 
examined and found wanting the leading objections 
made to that principle in itself. It remains to 
be seen whether, in view of the war or other cir- 
cumstances, there is sound present reason for 
abandoning that principle, or limiting its accept- 
ance in s])ecial cases. 'Fhis investigation will lead 
us to the consideration of various recent prononnee- 
ments which have b('en regarded as giving advice 
of an authoritative character for the guidance of 
our future fiscal policy. No less than six of such 
documents, of more or less importance, and all 
hearijig the official endorsement, have ap])eared 
within recent times, and the adoption of the 
recommendations therein contained has shown 
that the Government of the Kingdom has chosen 
its path after a considerable pause at the jiarting 
of the ways. Has the choice been for the best ? 
Has the more excellent way been selected ? 

It may bo well to enumerate the documents 
alluded to, and to which reference will be made 
ill the course of the remarks which follow. 

123 
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Taking them in tlie chronological order ot tladr 
appearance they are as follows: — 

1. Report of a Sub-committee of the 
Advisory ('ommittee to the Roard of Trade 
on Commercial Tntelligenee Avith respect to 
Measures for securing the Position, after the 
War, of certain Branehes of British Industry. 
(Cd. 8181, 1916.) 

2. Recommendations of tlie Economic Con- 
ference of the Allies held at Paris on June 14, 
15, 16, and 17, 1916. (Cd. 8271, 1916.) 

3. (\)})y of Resolutions passed by the Com- 
mittee on (/ommei’eial and Tndnstrial Policy 
on the subject of Imperial Preh'renee. (Cd. 
8482, 1917.) 

4. (^ommittee on (Vmimercial and Indus- 
trial Policy. Interim Report on the lmi)or- 
tatioii of (loods from the j>resent Encni} 
Countries after the War. (Cd. 9033, 1918.) 

6. Committee on Commercial and Industrial 
Policy. Interim Rejmrt on eeitain Essential 
Industries. (Cd. 9032, I9L8.) 

6. Final Rejmrt of the Cojnmittee on Com- 
mercial and Industrial Policy after the War. 
(Cd. 9035, 1918.) 

Of these si.K documents the most important 
seem to be the first and the last. And a com- 
parison of the two would lead to the conclusion 
that the first was highly influential in decidinc 
much of the general tone, and many of the details, 
of the last. Indeed, the authors of Number <>, 
when framing it, had before them both Number 1 
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and Number 2 ; and the Resolutions reported in 
Number 2 formed an express portion of the refer- 
ence to the Number 6 Committee, })opular]y known 
as the Balfour Committee. That this was so 
eaniiot biit^be regarded as an unfortunate error, 
on tlie economic side, i)er|K‘l rated by the (Jovern- 
inent which drew up the reference, for it hamj)ered 
tlie free discussion of the Committee, and did much 
to ])rejudge the issue, and forecast, if not almost 
to <lictate, their conclusions. The logical order 
will therefore seem to l>c be^t followed if wc con- 
sider Number 2 in the first plac(‘, before examining 
Number 1, and the final and determining recom- 
mendations of Number 6, which includes and 
repeats Nnmbc'r 3 and Number 5. 

The l^rris Conference met in June 1916, and 
drew up a number of Resolutions in French which 
vv(‘re translated into Fnglish w’itli some clumsiness. 
I pass over tin* fact that tlies(‘ recommenelations were 
largely inlluenced by a condition of things which 
had to a great extent lost its importance shortly 
after the Conference had issuc'd its rt'commenda- 
tioiis, and which tlie com])letion of the defeat 
of (lermany has now deprived of all significance. 
And further, it could not have been regarded as 
other than fair and reasonable, before taking these 
resolutions as binding ou the Allies, and particu- 
larly on the United Ixingdom, in respect of the 
treatment to be adopted witli regard to foreign 
countries, to take some account of the different 
position of some of those countries at the jiresent 
time, as compared with their position at the 
time when the Conference was drafting the said 
resolutions. In June 1916 Russia was still an 
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effective ally against the Central Powers, and 
Italy, though at war with Austria, had not as 
yet declared war on Gennany. And the Ujiited 
States had not declared war on Germany until 
April 6, 1917. Any recommendations, it ma 3 ( 

tlicrefore be said, wliich arc to determine the 
trade relations of Britain with foreign nations 
on the basis of a discrimination between Allies, 
Neutrals, and Enemies, and which were drawn 
uj) under circumstances so different from those 
of the present time, may surely be regarded as 
out of date. Be that as it may, the resolutions 
are such that, though not appearing to the free- 
trade mind to be over-burdened with wisdom, 
noverthcles.s need mucli heli> from a perfervid 
protectionist imagination in order that they may 
bear the full meaning that has been read into 
them. They are divided into rceoramendations 
for transitory measin’cs for the pr^riod of recon- 
struction, and permanent measures for mutual 
assistance among the Allies. These last the Allies 
are to adoj)! “ having regard to the principles 
which govern their economic policy ” ; a proviso 
which might well have retained for Britain her 
adherence to free trade, at all events after the 
“ temporary prohibitions or special regime of an 
effective character ” against the enemy powers 
had passed away. But the sting of the whole 
thing lies in these prohibitions against the enem\ 
after the war is over. If not only England, but 
aU the allied powers are to have really prohibitive 
tariffs against Germany, so that w'c abandon our 
claim and even renounce our right to any ind'^mnitj 
from her, there can be no sbadow'^ of doubt that 
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Germany will organize, and will be driven by our 
own action to so organize, a commercial union of 
(Vntral Europe in close trade alliance with Russia, 
whose present state Avas not dreamed of in the 
philosophy pf the Paris (’onferenco. Besides, these 
Paris resolutions were adopted before America 
was a belligerent in the Avar ; and this excc])tional 
treatment of German goods seems liardly in con- 
sonance with President Wilson’s third amongst 
his fourteen points, AAdiich runs : — 

The removal, so far as possible, of all 
economic barriers and the establishment of 
an equality of trade conditions among all the 
nations consenting to tlie peace and associ- 
ating themselves for its maintenance. 

Es])eciallv Avhen taken in conjunction with his 
OA\n interjnetation of it, thus : — 

It leaves every nation free to determine 
for itself its own internal policies, and limits 
only its right to compound these policies ot 
hostile discriminations betAveen one nation 
and anolher. 

HovvcA'er much these dicta may be explained or 
even modified, it is clear to common sense that 
the resolutions of the Conference, calling for total 
exclusion of German goods, can never be caiTied 
out in conjunction Aviih an America guided and 
governed by such a deliverance. 

A further difficulty will arise if the Continental 
Allies bind themseh’cs to such exclusion of German 
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goods, whilst America feels herself bound to decline 
to take part in any such agreement. It is not to 
express a doobt that America fully intends to 
share and share alike with lier European Allies 
ill measures mutually dtdermined upon, when om* 
raises the cpiestioii whether this discrimination 
against (h'rmauy, amounting, as is pro])osed, to 
a total refusal to allow her to trade with aii_A 
European nation exee])t Russia, is likely to meet 
with American consent, considering that sucli 
consent would amount to a reversal of America’s 
declared jjolicy, as stated by America’s President. 
And lu're arises a consideration of the* gravest 
ini])ort tor the British commercial man. In a 
former lecture 1 pointed out how the English bill 
of exchange had Avon its jiosition as the central 
credit document of the world. That position it 
owes to the universality of British ex])orts. Now 
if Ave compel the Central PoAiers to form a Com- 
mercial Ihiion consisting of themselves and Russia, 
and if all British trade is closed to that Union 
while American trade remains ojK'n to it, then 
there can be no })ossible doubt that the [ilace of 
the English bill will be taken, so far as a vast 
amount of the Avorld’s comnu'ree is concerned, 
by the New York bill. There must be thousand'' 
of business men in England lar more competent 
than T to tell Avhat the result upon British com- 
merce is likely to be. For my OAvn part, I fear 
that there will thus be stniek at the centrality, 
and consecpient pre-eminence, of London as the 
greatest of commercial centres, a blow from which 
it is long odds that there can be no recovery. To 
this point T shall recur ; for f cannot but fear 
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that the position of the English bill is threatened 
by more than one of the modern protectionist 
proposals. 

I turn now to the consideration of Document 
No. 1 upon^ our list, chronologically the first to 
apt)car. This Ilc]iort of a Sub-committce of the 
Advisory Committee to the Board of Trade was 
in effect the battle siaiial, calling on the Protec- 
tionist host for close engagement witli the forces 
oi Fre(‘ Trade. To my own great regret, the 
challengt* was never tak<'n up ; the protests of 
a taithfiil tew were disrej>arded. It v\as all too 
lightly said that “ Free Trade in England is in 
no danger,” and the case was allowed to go by 
default. How strong tl)at case was and is, never- 
tlicless, we will proceed to consider. 

The Report deals with eleven branch(‘S of trade, 
or really with twelve ; the Hardware industry 
being too late with its evidence to be included 
in the original do/en, and the- Magneto ijidustry 
being afterwards added to the Committee’s refer- 
ence, and being included in the findings of the 
deport. Witnesses nere lu'ard by whom coni- 
])laints were lodged and remedies asked for in 
respect of the various Avays in which (Government 
assistance might be given to the various branches 
of industry with wdiich those Avitnesses Avere con- 
cerned, and Avith which the Committee consequently 
deals. And those complaints and methods of 
redress are dealt w ith under se])arate heads, thus : — 

1. State-aided Scientific Besearch is asked for. 
We hear that “ the value of scientific research, 
and the desirability of Government assistance in 
the promotion thereof, A\'as generally recognized,” 

10 


(V 
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Now til ere can be no difference of opinion as to 
tlio value, and even the necessity, of a closer 
combination of scientific research with the manage- 
ment and lejidership of our technical industries. 
But it would have greatly added to our satis- 
faction at this accession of interest in scientific 
investigation if we could have becni told of at 
l(>ast SOUK' small efibrt on the part of the industries 
concenu'd to lu'lp themsehu's in the matter. 
Sci( ntia as tin* spouse of Vulcan has been ever 
a nt‘glected wife. Even while the Committee was 
sitting the press was justly u])braiding the em])hn - 
ing firms with theii' neglect of scientific research. 
“Not five firms in Britain,” wTote the Ohsernr 
on March 5, 1916, “ emi)loy a chemisi of their 
own.” And tin* (’ommittec itself seems to support 
the reproach, though in guarded fashion. “ It 
was admitted that British manufacturers and woiK- 
men have not always shown themselves in tlu' 
past sufficiently appreciative of the value ol 
scientific investigation into industrial problems, 
or of technical training.” Most of what we hear 
of as being done was done (put(' independently 
of the trade's themselves. We lu'ar of valuable 
work in glass by the' l^niversity of Sheffield and 
the Institute of Chemistry, but if the glass manu- 
faeturers have done anything of im])ortance to 
advance themselves in this rc'spcct, tlu' Committee 
fails to inform us of it. The Maiu'hester Institute' 
of Teclmology, w'liieh has done much valuable 
work on the subject of paper, has “ inadecpiate' 
financial resources ” and “ is stated to exercise 
only a local influence, and not to be utilized b^ 
the trade generally.” Yet pa])er Avants this obviou'' 
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duty of research to be carried out for it by the 
(Government at national expense in almost every pos- 
i^ible department of tlie industry, — “ in parchment 
niaking and aniline dyes, paj^er coating and resin 
hize ” : — though tlic (Committee did not embrace the 
opportunity of singing the verse. And the llinning- 
liaiii jewellery trade wants Government research iiito 

the production of semi-precious stones.” Now 
I hold as strongly as any man that research should 
he endowed by (Tovernment liberally — lavishly if 
you ])l('ase — but surely we may ask that Govern- 
ment funds be devoted to worthy objects. Endowed 
research by all manner of means for better stcH'l, 
and more adaptable aluminium ; but nhen tin* 
research is to rise to the giddy heights of “ a ring 
tliat looks like a ruby ” 1 cannot avoid a lingoiing 
desire that such research be paid for by the trade 
eoucerned. 

Nine-tenths of the pleading for state-aidi'd 
res(‘areh sounds like the peasant’s cry to Hercules, 
and should justly meet with the Hero’s answer 
Put your own shoulder to tlie Avheel.” Ex- 
ceptions there are, many and honourable. Lord 
Lev(>rlndnK* at Po)'t Sunlight stands high amongst 
th('S(', and the School of Pottery at Stoke-on- 
'I’rtmt must bo mentionc'd with honour. But take 
111 '' eounti’y through, and we have sadly to admit 
that the scientific pro|)het has but little honour 
in it. We cannot easily forget the advertisement 
lor a University chemist with an Honours degree 
to serve a firm at 40s. a week — -})robably less 
than they would venture to offer to a Trade- 
unionist plumber’s assistant, engaged to wash 
out the aforesaid chemist’s test-tubes for him. 
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Trul 3 % in the Temple of Commerce there is oppor- 
tiinitv for the worship of Science ftt the &>lt3/r 
of The Unknown God. 

In this section of the l^cport there is this much 
at least ui)on which we ma.v congratulate our- 
selves, that it lias nothing to do with eeonomic 
war after war; no ri'coinincndation of exclusion 
of enemy goods or even of ideas that strive into 
the light in emnn^ eountiies, hut instead only 
the highest aiul most laudable kind of competition, 
or rather emulation, — a worthx race in which the 
prize is th<‘ noble rejnite ol having added most 
to the productive oi- w^ant -satisfying powers ol 
man. 

2. Anirndment of the existing Law as to Copy- 
right, Patents, Ttade Marks, and Merchandise 
Marks. Here, in respect of ('opyright, the Com- 
mittee recommend that our law should be assimil- 
ated to that of the I’nited States ; not, it w’oukl 
seem, from any admiration of that law, but because 
it is found to be inconvenient to the holders of 
English copyrights. For l\v I’^nited States law, 
books cop.vrighted in both cttuntries have to be 
produec'd in the States even if for sale in this 
countiy, otherwise they hold no copyright in 
the States. One would liave thought that some 
effort might have been proposed for the ])urposo 
of getting the States to amend their law ; but as 
this is not proposed, it would seem that the next 
best i)lan to comniend itself to the Committee 
was to render our law as inconvenient to the States 
as their law is to us. But at this date America 
had not yet entered the war. 

As to Patents, many suggestions were brougld 
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btforc the Committee, but the resulting reeom- 
mcndations arc but slender, amounting to little 
more than a plea for uniformity throughout the 
Empire. Of course, it might be possible to refuse 
all patents to Germany ; but the Committee, to 
their credit, make no such recommendation. Such 
a course would obviously only pla}' into the hands 
of the German producer ; lor Germany would 
similarly refuse j)atent rights to British subjects, 
and as a result, their producers, witli no ])atcnt 
dues to pay, would undersell our patentees, and 
all British producers who paid them royalties, 
in neutral markets ; and the trade in such articles 
would become a gift for Germany. 

But as to Trade Mark.s, the Comnutt(‘e and 
tlieir manufacturing advisers have learned nothing 
and forgotten nothing. In spite of tlie bitter 
cry from the Blue Book on foreign competition 
in neutral markets quoted in a former lecture, 
the Committee insist that “ all German goods 
imported into the Cuited Kinsdoin should be 
rt'quired to be marked uith an indelible mark 
“ Made in Germany ” ; and “ such marking should 
be in all eases on the actual goods, and not merely 
on the package.” For that recommendation the 
German Government should lose no time in ])assing 
a vote of thanks to the Committee. 

Passing on from these suggestions of the witnesses 
and the recommendations of the Committee upon 
them, we arrive at the essential portions of the 
Heport — those dealing with ])roposals tor plain 
downright protection. We read without surprise 
that “ practically all the representative firms and 
associations consulted by us asked for a measure 
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of prolcction.” The details of tlie protoclion asked 
for ar(' ^^ivea in the body of tlie Report, Section 55 ; 
but the reeonimendation uj)on these proposals, 
No. 15, extends only to the protection of War 
jroods, and of the so-called Key Industries, with 
Ini])erial Prefenenee, and ])referential trading with 
those who havi' been our allies in the war, and 
th(' pn'vention of tluniping. But then follows 
the gem of the whole Report. Let us (piotc : — 

“ In view <if the following considerations : — 

(b) that the jnesent high direct taxation 
tc'iids to rais(‘ the rate of interest on money, 
and cheap and abundant cajntal for the 
employment of their labour is of the greatest 
importance to the working classes, it will 
b<‘ necessary to impo.se so)ne widely sj)rea(l 
import duties, and we arc therefore prepared 
to rc'commcnd that a larger projxntion ol 
the Revenue should be raised by reasonable 
import chities. We are of opinion tliat sucli 
import duties AAOuld go a long Avay towards 
satisfying the re([uests for special protectiAC 
treatment for the industries which we have 
had under consideration.” 

It would be dillicult to lind anywhere an equally 
small number of words containing air equally 
large amount of economic error. Here we hare 
import duties which are to satisfy the retpicst 
for protective treatment, and are yet to raise a 
larger yiortion of the Revenue. This, as we saw- 
in our last lecture, is the fundamental fallacy of 
the protectionist position. A protection is to add 
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to the Revemio. Btil “if it is a lax, it docs not 
protect, and if it is a protection it docs not add 
to the Revenue.” The mor(‘ it adds to the 
I’eveuue, the less will it satisfy the requests for 
proteetiou. v Does the Committee deliberately in- 
l(Mul to feed our industries with the Dead Sea 
fruit of roveiuie-produeing taxes ? 

In this same Section 15 of the Report we find 
recommended the protection of “ manufactured 
articles whieh are of vita) importa]ice to the 
national safety, or are ('sseutial tt) other industries.” 
'I’wo separate things are here included. The i)ro- 
lection of war material can without hesitation 
be conceded now by free traders, oven as that 
ol gunpowder and sailcloth was conc(‘ded by 
Adam Smith. But one remark there is to bo 
made. 'I’lie cry for tlie protection of war material 
is an admission in set terms, and your adoption 
of such protection will be a confession in far more 
eloquent deeds, that you have failed to attain 
the obj('ct of the war. '^I'liis war was to end war. 
And if the whole course of our industries is to 
be revt'rserl, and Kngland turned back from the 
free-trade path of progress in order to make sure of 
lu'aping up enough munitions for “ the next war,” 
-well, it juay be necessary and it may be wise, 
but it jn’oclaims the absence of belief in the per- 
manence of ]>eace. Personally, 1 never have shared 
in any such belief, save in so far as sufficient force 
is at hand, ready to be exerted against the dis- 
turbers thereof ; so in consenting to exceptional 
measures for the conservation of sufficient supplies 
for such purpose, my withers are unwrung. But 
I protest, even while consenting to exceptional 
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measurcb for this national safety, against the 
kind of exceptional measures recommejided. In- 
asmuch as, in my view, such measures must at 
best involve the eountr\ in expense —a wise and 
necessary expense it you like, but all the same an 
expense - then such i)rovision should be made by 
the nation at the national cost, and not by private 
and protected linns tor ])rivate and ])rotcetcd 
profit, bounty-fed. 

With the exee[)tion of a recommendation against 
“ dum])ing ” we hear no more of definite recom- 
mendations made by the (’ommittee for definitely 
protective enactments. Ibit in the body of the 
Keport wo read of pleas lor most extensive 
and elaborate protection of industries that have 
nothing to do with ]n'e|)aratiou for war. And 
this is the real crux of the whole ])Osition ; for 
here is confessedly the plea ol the less efficient 
to be maintained in their less efficiency. The 
strong need no protection from the weak. Nor, 
as we shall .soon see, is the petition honestly urged, 
(^laiming to be for the damage of enemy trade, 
it really seeks protection against all competition, 
whether enemy or not. I^et us consider some of 
these claims, tlu* conditions under which they 
are urged, and the nature of the claims themselves. 

First recalling the statement made by the Com- 
mittee (Seetioji 48), that “ practically' all the 
representative firms and associations consulted 
by us asked lor a measure' of protection,” let 
us look at the claims of some of these firms as 
these firms have made them. 

P'tper asks for 15 % ad valorem. But in an 
early section of the Report, Section 4, we find a 
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table showing the value of the imports for each 
of the trades concerned in the year 1913, the 
last before the war, and therefore the latest date 
from which after-war probabilities can be inferred, 
fn that year the total value of nnjiortcd pajjcr 
was £6,003,000, and of this amount £1,559,000 
came from Germany -not much more than 25 %. 
The other sources of supply were, we are told, 
Sweden and Norway, Belgium, the Netherlands, 
Russia. Newtoundland, the United States, and 
France. But the 15 % is to apply all round : 
so that, regarded as a plea for help against an 
enemy rivalry, it is unfaiily urged to the extent 
of 75 % of it. And this by a trade which, as 
we have already been informed (Section 7), 
has appealed for Government scientific research 
to help it, while doing nothing for itself, and 
failing to utilize what has been done for it by 
the Manchester Institxite of Technology. 

Plate and Plated Ware also calls for a 15 
duty ; but only 36 % of the imports are German, 
and 49 % are from the United States. If our 
Allies are to be exempted from the action of the 
protective measiu’es, it is not v(*ry easy to see 
whore the great benefit to the ])lated goods trade 
is to come in. 

Toys. If these are not “ mec hanical,” they 
only ask for 20 to 30 % ad valorem ; but if they 
are “ mechanical,” they arc* to come under “ an 
absolutely jn'ohibitive rate.” So the mechanical 
nursemaid with the mechanical perambulator, the 
mechanical Jinricksha man, and the mechanical 
boxers, who mechanically pommel each other in 
glorious defiance of the Queen sherry rules, are 
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all to vaiiihli from llio nursery floor. Unless, 
indeed, it b(‘ the nursery floors of the rieh who 
can ])ny the fancy prices which the English pro- 
ducers, sheltered lahiiul their “absolutely ])ro- 
hibitive rat(s“ can I'xtort from the i)aienlal affec- 
tions of wealthy grandfatlua’s. In the name of 
the sovereign democracy of babyhood, 1 ])rotest. 

(ilasnimrc. Here we have dil¥<‘renl rates pro- 
posed for (liff(‘rent kinds of glass. For table glass 
and lighting glass the claim is for a total pro- 
hibition of (Icrman and Austrian glass for a period 
of three or five y('ars ; and then a duty of S.'l.'j %, 
which it seems is to be perpetual. Now this is 
a good crucial case. The ])ro])osed total prohibition 
for a fixed period mitiht j)osMbly be only intended 
to give th(“ llritish maker a start ; — a ])i<'ce of that 
“ initial protection ’’ so <lear to the hearts of 
some who delude themselves Avifh the idea that 
they are “ moderate fre(' lrad(U’s.” But tho per- 
nuinenl .*1.*}.', “o c<)nfes-it)n of a permaneiit 

inferiority which yon ami I an* called u])on at 
once to tolerate ami to pa\' for. It is a shameless 
cry for out-door j-elicf. I cliiilh'nge the funda- 
mental justice of any such claim. Here is a set 
of tabh' glass which I want to buy. In a certain 
t[uarter [ can get it for to. But 1 am to b(‘ made 
to ])ay £0 18s. 4d. for it in order to bolster up 
a British track' which othc'iwvisc' will fail. Why V 
By what right do you make' me pay tb 13s. Id. 
for live j)ounds’ worth of goods ? If there is one 
ht're Avho Avill satisfy my human ch'sirc for table- 
glass for £5, where is the justice of the otlu'r 
£1 13s. -Id. ? [f 1 can c'arn the t.'i by twelve 
hours’ Avork, by Avhat right do you demand from 
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me that I work for sivlecn liourh for the privilege 
of having my want satisfied by you in partictilar ? 
Jt is sheer highway robbery, and worse. For the 
liigliwaynian of old demanded my money or my 
life. The, modern protectionist lias improved upon 
the formula, and demands my money and my 
lif(‘, or at all events a considerable slice of it. 

And here again let it be carefully noted that 
this extra £1 13s. 4d. is not to be revenue for the 
benefit of H..’Vr. Exebe([uer. If any part of it 
be so, it has failed of its purpose ; for the extent 
to which the 33 i yields revenue is the extent 
lo which it affords no jirotection, since it is the 
extent to which the foreign glass is still coming 
in. No, it is only effective as an amount which 
the Jb’itish maker is ('inpowereil to charge me 
over and above what his goods are worth. And 
the whole of the tl 13s. td. goes straight into 
his pocket. A ])oor-iaw or a ])irac.\ ; call it which 
you will. 

But if the sam])le tells us what is in the barn, 
the unanimity ivith which the trade's that were 
examined have called for protection goe^ to show 
that nothing short of a genei'al tariff will satisfy 
the cravings of, our mamifaet urers, and at once 
we arc let loose in the bewildering chaos of the 
old protective duties. What this must have meant 
in worry and perplexity to the Jlritish merchant, 
and even to the ordinary private citizen, in the 
earlv vears of the nineteenth century can be 
gathered by reference to the guide-books to the 
tariff regxdations which were then published, and 
had to be consulted by any Englishman who 
wanted to keep himself on the right side of the 
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law. and out of trouble with the Customs. Such 
a work is the once indispensable “ Steel’s Tables,” 
of which “ the second edition, very considerably 
improved,” was ])ublished in 1801, at the price 
of five shillings. 'Phe book is a wonderful record 
of the farrago of complicated absurdity wherewith 
the ])roteetion of those times could make us miser- 
abl(>. Cominodities are arranged in alphabetical 
order, and against each one is recorded, in three 
separate colmnns, tlie eoiTesponding amount of 
Old Duty, Present Duty, and Drawback. Jnstruc- 
tiojis for the use of the book are given in a preface, 
showing how to ascertain the position of any 
given commodity in face of the law as to its 
importation. 

“ Thiis supjjose apples brought from Ameri- 
can States, in a British-built shij), they pay 
2s. per l)ushel ; but, in an American 

shij), they pay not only that duty, but 10 per 
cent, on 2s. 4d. (the Old Duty), being 2]®d. 
This, therefore, is the ])rincipal use of the 
column of Old Duty.” 

This must have made it quite clear ! But suppose 
you wanted to imj^ort some tennis-balls. Under 
“ Tennis ” yon find nothing. Under “ Balls, 
tennis,” yon find “ not import, for mle. See 
Andirons ” Turning to “ Andirons ” in the index 
you at last hunt to earth your real instructions 
as to the tennis-balls you want, and you read — 

“ Andirons, tennis-balls, and other articles 
hereafter enumerated in the alphabetical 
arrangement, and referred to this, (provided 
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they do not fall within the denomination of 
French or Dutch hardware, cutlery, glass- 
ware, works of u'on, steel, copper, or brass, 
saddlery, porcelain, earthen-ware, i)ottery, 
cabinet-ware, turnery, or woollen manufac- 
tures, all of which are adinittetl ; see France 
and Holland,) arc not im]'ortablc for sale, 
except made in Ireland, taken on the seas, 
or wTccked, on ])cnalty of forfeiture : 3 Ed. 
IV. e. 4.” 

And so you will cpiile uiulcrsland the position 
about tennis-balls. 

But the book is almost inexhaustible as a stoi'c 
of the (piainl absurdities into Avdiich a community 
is bound to bo led when once it stands committed 
to the task of working out a detailed j)rotectionist 
tariff. Lobsters, we learn, are importable entirely 
duty-free ; as also are turbots, jwovided they be 
imported as lobsters -an extpiisite exam])le of the 
legal fiction, rc'minding one of the Station-master’s 
instructions to the new ])orter as to ehai’ges for 
the eon\eyanee of live* animals- ('ats is dogs, 
and rabbits is dogs ; but a parrot is a hinsec.” 
The difficulties of classification are endless. 1 
have already alluded to those arising from the . 
fact that the raw material of one industry is the 
finished article of another. But even the direct 
decision is not always easy. When an Egyptian 
mummy was imported for an English museum, 
Knglish judges had to solemnly decide whether 
the said mummy was a raAV material or a finished 
article. 

Here then wc stand as to industrial protection. 
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It confesses defeat in war, and an inferiority in 
the arts of peace. 

[jiit there has been another (!ommittee — The 
“ f'omniitt(M‘ on ( 'omniercial and Industrial Policy,” 
commonly known, from the name of its (’hairman, 
as Ijord ItalfourV Committee. 

This (V)mniittee issued several interim r<‘ports, 
but as the linal report sums up these its predecessors, 
it will be neec'ssary here to deal only with the Final 
Report. And in that final rejmrt we have measures 
ri'commeiided in favour of — 

(V)lonial Rr(‘ferenc(' ; 

Anti-(luni|)injj: I.,(*gislation ; 

A tw'elv e-months’ exclusion of Cerman goods; 

Maintenance ol so-called “ K(‘y ” industries. 

Of tht“,s(', the first. Colonial I’referenee, is in a 
curious position. Mr. .Joseph Chamberlain, in the 
course of his “■ raging, t<‘aring propaganda ” for 
Tariff Reform, did manage to give us one thor- 
oughly sound piece of economics when he said that 
for Colonial Rnderenee ^'ou ////fsf tax food. IT(' 
might Avith perfect truth have^gone further, and 
added i’uaa' materials. Rut noAV Ave have the 
declaration of our Prime Alinistf'r that a\(' are to 
have Imperial J’o'ferejice but no taxes on food. 
If there is to be i\o taxation of extra -imperial 
mutton, or corn, or wool, or timber, it is hard to 
see where the preferc'nce to Ncav Zealand, to 
Canada, to Australia, is to come from. So that 
Avhile the Committee' has needed many recommen- 
dations for securing ju’oteetion of our industries, 
th(‘ one recommendation in fav’^onr of Colonial 
Preterenee has been sufficient to threaten England 
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with the reconstruction of the whole edifice of 
agricxiltural jwotection. Enough for the present to 
hay that it was agricultural ju’otection in particular 
w hich brought England into the awful state of misery 
nhich we had to endure in the Hungry Forties. 

l)ut possibly we shall hear that the fiscal in- 
genuity of tlie ])resent (Jovernment has risen to 
a solution of tliis problem b\ the sixty-shilling 
guarantee to the British farnu'r. Now this may 
be an Imperial jireferenee, but it is not a ('olonial 
ja’eterence, and it most certainly t’.s a taxation 
of food. For the subsidy on the loaf has got 
to be paid for ; and wlu'ther it is paid for over 
the baker’s counter or in the taxes collected by 
the revenue ofiieials matteis nothing so far as the 
fact of taxation is cone(*rned, though it may make 
a good deal of dilfen'iKe as to nho pays. 

At the vi'ry la's!. Colonial Prefei'cnce is a sacri- 
lic(' of the greater to the less. Tf we go back 
lorty years, so as just to a\a)id disturbance of 
the statistical tendeneies by the effects of the 
Kranco-Cerman war of 1870, and divide the sub- 
sc'tpient period according to tlie ordinary ipiin- 
ipieunia, we have tlie following results, com])aring 
the a\eragc of the British and Irish Produce- 
I'-xports in t Millions according as the destination 
of those e\|)orts was Foreign or Colonial : 


Oiuiiqueiinuiiii 

Kiu« i^n 

Coliinial 

IS7(>-80 

()() * 7 

33 '3 

1881 8.) 

(mM) 

35 0 

188G-1M) 

’ 0 

34*3 

] 891-95 

«()*S 

32-2 

189(5-1900 

(Ml) 

34*1 

1901-05 

(>2 9 

371 

1906 10 


33-3 
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Here we liave the record of thirty-five years of 
commerce during which the proportion of Colonial 
to F'oreigii destinations of our exports has re- 
mained practically stationai’y. To have made their 
markets of first importance to ns they would have 
had to maintain for ever a rule of producing and 
exporting nothing but raw materials. But in their 
oAvn fvec discrc'tion tlu'y have gone in for industry 
and the protection of their industries; and even 
it th(\v would, it is doubtful if they now could, 
drop their tai’ilfs. And if so, then the only 
j)rcfereuee the f'olonies could give to Britain, and 
indeed the only concrete proposal which, so far 
as my knowledge goes, has ever seen the light, 
would hav(' to take tlu' form, not of remitting the 
duties hitherto chaiged on British goods, but of 
raising still higher those against the foreign pro- 
ducer. But here another consideration at once 
cro.'>scs the track. iXnotber system of discrimin- 
ation must be set up for the benefit of our Allies. 
l’h(‘ course of events durijig the more recent months 
of the war will have made a preference war between 
Canada and the United States jiimjdy unthinkable. 
Yet United States goods are foreign goods. tSo 
we sball have to have not two, but at least three 
grades of protection -for the Empire, for Allies, 
and for Enemu's. Here is a magnificent oppor- 
tunity for some one of literary and statistical gifts 
to draw' up the Twentieth Century Pldition of 
Steel’s Tables. It he s('ts about it at once, he ma}' 
perhaps have- it rt'ady before the twentieth century 
has ex|)ired. 

And then we come to Dumjung. This the 
Committee generally denote by the phrase “ unfair 
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! wish my tratlesmen would llius 
unfairly compete and dump their goods on me. 
But if dumping on our shores is so profitable to 
tlie foreigner, why do we not also dump on his, 
to earn a similarly honest penny ? The answer 
is that we do. For it is easier for a free trade 
country to dump tlian it is for a protectionist 
country to do so. Take an example. Su])poso 
that in free-trade England a man could make 
for Country X a thing, or a consignment of 
things, for £100 c.I.f. (’ountry X has a pro- 
tective duty of ,30 % on that thing, the 30 
be it observed, being defended by its advocates 
on the ground that nothing less would ])reservc 
the industry to the home |)roducer in that 
country. 'Hie price in X is thertdore £130. 
Now if the Englishman finds some of the 
things hanging on his hands, h(‘ need only lower 
Ills prio(‘ by, say, 2"^,, to £98, which with the 
protective duty makes it £128, and Ik* can I'.nder- 
sell in the protected market. Whereas the pro- 
tected maker must come down f)<»m £130 to at 
Ic'ast £99, a reduction of nearly b(dore he 

can dump in England. Ko that, in a dumping 
match, the betting is all (^n the free trader. It 
nmiains therefore for the Balfour Committee not 
merely to call for tariffs as a remedy for dumping, 
I'ut to show us how these tarilTs, if adopted, would 
M'ork the desired reformation. Her(' is a chance 
for the practical man to confound the theorist. 

While on this subject of Dumping, 1 may per- 
haps be permitted to deal with the following 
problem, which a friend of mine sends to me 
with the statement that it was once “ fired off 

11 
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at him by a Tariff-reform Lecturer.” I efid not 
myself hear the lecture ; but I quote the conundrum 
exactly as it is qiveii to me, thus : — 

(Jormany enii)loys, ha.\ , .5,000 i)oople, at piece rate, to 
make l()(),00() of a particular article, at a cost of 4d. each, 
Avhich she sells to her own people for Od. each. She 
develo])s the industry, and employs 7,500 peoj^le to make 
200,000 of the sanu' article, which by the law of increasing 
return, now cost her 2d. each. She satisfies an increased 
horiu' dfunand for 150,000 of the article at 4d. apiece, 
and dumyis the balance of 50,000 on London at 2d. 
apiece Thus she is not only better off on the increased 
production despite the diinij)ing, but she has afforded 
work for 2,500 more j)eople, and the whole 7,500 are 
relativel> better off. At the same time she has queered 
the British industry. 

So far tlio Tariff Uefortner. But there are many 
lin(\s of objection. Jn the first place it would l)c 
rather a strong cxamj>le of the benefit of inercasino 
return if the sinipJc' doubling of the output reducoci 
the exyjcnses of production by 50 % j)cr unit. 
But as tins is not impossible, we will suppose it 
to be done. In llio next place we are Jiol told 
the price at Avlneh the arlielo- could be su])plicd 
by the British |)rodueer Avhose industry is to he 
queered.” This is a fatal omission in the argu- 
ment, because the British ])ncQ must have been 
at most (neglecting fartliings for clearness’ sake) 
5d., or the C4erman producer at 4d., idus, say. 
Id. for carriage, would liave been able to compete 
witJi him, imder the original circumstances, with- 
out any dumping at all. So that, if the German 
dumj^ is to be excluded, and 1 am called upon 
to pay od. for an article \vhich the German now 
offers me for 2d., I am made to spend I of niy 
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money in this regard in order to protect the 
Knglish producer. J nialie no imputation against 
(lur tarilT-reforni leeturer ; he argued his case, 
I dare say, in all good faith. Hut it is an unha])py 
charaoteristio of the taritf-i’cforni projjosals that 
they rarely inform us of tlie amount of expense 
wliieh tlieir adoption would involve. And I of 
the total price is a fairly large sacrifice to call 
ui)on me to make. 

On the other hand, the English ])rice might have 
Ifcen as low as, say, 3d. in Ejigland, and vvoiild 
have been 4d. in (lermany if the Oermans had 
not been fools enough to jiauperizo the Oernian 
producers to the tuiu' of 2d. ])er article, by means 
of ju’otective measures against the English supply. 
So that the (Jerniau protectionists have victimized 
tlieir own people to the extent of charging them 
(id. for a Id. article in the first jdace, and 4d. for 
a 2d. article in the second place in order to make 
Mm>!aiul a present of 25,000 4d. articles for 2d. 
ajiirce. AVliy should England refuse the present ? 

And hoir is England to refuse it ? No one, so 
tar as I kiunv, jiropo'.es to send the articles back 
lo (Icrmany on the ground that they are offered 
at the cheiper price. Shall we then have a duty 
on the importation of such articles, raising their 
pii<‘(‘ to the English present level "t If so, this 
v.ill maintain the English producer in his jiresent 
I'ricc, and ])revent his ever being compelled to 
lower it hy any kind of foreign competition. All 
>h(‘ British producers of the article wdll have had 

monopoly made for them by the British Govern- 
ineut — a ready-made “ corner ” ; and will be able 
to agree on a monoiioly price which they never 
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need lowci', so long (lio corner lastrt, no luattor 
how mucli tlie exi)ei)ses of j)rocliu*tion go down. 
The Morker.« Mill ohviouNly claim tlicir share, in 
the shape of guaranteed employment at high 
wages ; so that iu)t oidy the ea])italist.s, hut the 
workers also, Mill be enabled, by express govern- 
ment aetioji, to levy a tribute on the rest of the 
community. 

In this connection it ucudd be interesting to 
learn the jmecise meaning our lecturer attaches 
to his phrase “ (Germany emjdoys.” The article 
is not said to be the subject of a (Jerman Govern- 
ment niojK)])oly. VVe have, tlum, to do with a 
German (inn, subjc'ct to the competition of other 
Gorman firms. Schmidt in the iirst ])lace made 

100.000 at 4d., and soltl them at 6d. — a jn’ofit of 
fiO %. Wha*- Merc the other (human firms about 
to let him ? And in the second case, he makes 

200.000 at 2d. and sells three-ejuarters of them at 
4d. and the rcunaining (juarter at 2d ; a profit of 
To % on the whole. Still why no German compe- 
tition in pursuit of this immense ])rofit ? Or why 
no strike of the (h'rnian hands w4icn the firm Avas 
thus coining money ? 

And once more, 1 Avant to knoAV Avhat the article 
Avas. It may have been an article intended for 
further productive industry her(', e.g. watch-glasses, 
or the so-called tin plates. Tf so, the industr\ 
dealing with it may aa'cU have been benefited, or 
even saved, by the dumping. This has actually 
been the ease before noAA' in res])ect of the tin- 
plate trade. 

And when avc hear that the process has “ queered 
the British industry,” our tariff reformer, with 
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great ingenuousness, has quite correctly inserted 
one little word, the word “ the,” whose presence 
is fatal to his argument. It may be admitted 
lliat, for the moment, the, or thin, British industry 
may have been somewhat embarrassed, or (pieered. 
liut British industry as a whole — British industry 
without the “the,” wall not have been so queered, 
because, when the (Jerman ])rodueer dumped the 

50.000 twopenny (e.g.) toys upon London he 
took something in exchange for tlieui w'hieli other- 
wise he would not, l)eeause he could not, have 
taken. In dumpino a supply he dumped also a 
demand; for tliere is no selling A\ithout buying. 
No very great inatter, tliis extra demand, T must 
admit, amounting as it does to an additional 

100.000 pence, or £416 l.'ls. 4d. on tlie top of the 
£80,411,057 of our ex])oi’ts to (lermany, if the 
transaction took place in 1913, Again another 
e\am])l(5 of the tendency of tariff-reform aimlo- 
getics to exaggerate mattei's of microscopic dimen- 
sions into national disasters. 

It would thus appear that, taking the whole 
jaoceeding m d irliolf, tlu' results are beneficent 
rather than otherwise for both England and Oer- 
many. For f, an Englishman, gets an article for 
2d. whicli my own jjeo|)le make for me for some- 
thing between .‘Id. and 5d. And Germany is 
better off in that her people, owing to the 
benevolent action of the Law of Increasing Return, 
get for 4d. an article which formerly cost them 6d. 

And lastly. It was a manufactured article that 
was dumped, having been ])roduced, we are told, 
under Increasing Return, ‘riie German producer, 
llierefore, must have got his materials from some* 
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where. Most likely from England, or some part 
of the British Empire. And if you stop him at 
it, you diminish pro lanlo his demand for sucli 
materials. And though it is hardly likely that 
the producers of the said materials will notice 
the ditferenee, yet Ave may safely conclude that 
if the proposed restrictions ('ver grew to have 
real '‘tfeets, so that the dcmaiul for, and the price 
of, our lumber, our iron, our wool, or AA'hat not, 
suffers real diminution, our Tariff lleformer ma_A 
rest assured that it will not be long before he is 
definitely informed tliat such producers liave 
entir(‘ly ceased to love him. 

Next, w'^e hear of “ key industiic^,” or “pivotal 
industries” as the Committee' also calls them. 
But the difficulty here is to know what llu'se arc. 
I'lie key commodity of to-day was not so fift\ 
years ago, and may not be so an.A more afici' a far 
shorter ])eriod of future time, so rapid now" is the 
[lace of industrial and scientific change. Sir Hugh 
Bell, in the Kronomic Journal for IMarch 191(5, 
])oiiits out that the key industiies are ahva_^s 
changing. To take Iht' t'xauijih' of dyes. It is 
proposed to “ ca))ture ” this industry from (ler- 
many. not, b<' it carefully observt'd, by making 
dyes more cheajily' in Kngland than (fei’inany can 
make them, but by making it worth while foi 
English jii’oducers to make them by the oflei' ol 
a higher price, st'cured to them by a protectiic 
duty. (lood. Then dyes are to be cheap in 
Cerman^'’ and dear in England ; and the EnglisI) 
producer of cloth and printed calico will find il 
impossible' to compete with the (It'iman produc*‘i 
jii neulr.al markets, since the (lerman. aided b\ 
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a cheaper essential material, will undersell him 
('Very time. If this proposal is thoroughly suc- 
ffssful, wo shall 7)ros('rve the dye industry in 
England, and destroy the industries which use 
dyes. The niltiniate result would seem to be that 
Kngland will now make the dyes, and (German 
textiles will use them. Yorkslure and Lancashire 
will of eourse rise to tlie bait, and the dyer’s hand 
be indeed subdued to what it works in. 

We have reserved to us the crowning absurdity 
for the last. All German imports into England 
shoidd be [wohibited for at least a yeai‘, if the 
recommendation of the Gominittec' is to be accepted 
as our guide to policy. 

Now in certain (juarters it has becsi a fashion, 
unrebnked in the Protectionist 7)ress, though one 
of the most foully slanck'rous instances on record 
of — “ No ease, abuse th<‘ ])laintiff’s attorney,” to 
describe the free traders as “ Pro-Germans,” or 
even “ Agents of Germany.” Let us look at this 
proposal in this light -a jwoeedure of nhich the 
IVoteetionists cannot e()in])lain, for it is their own. 

If we follow this advice, are we likely to become 
either more able, or less likel\, to (uigage in further 
war ? All our commercial treaties, wdth their 
most-favoured-nation claust's. woidd go by the 
hoard. We shall lose' the neutral trade, and 
Lt'rmany will get it. German “ semi-manufac- 
tured ” goods will go to neutral countries to be 
th ere “ finished ” or “ examined,” and come on 
to onr markets, qualified as neutral jn’oducts, 
thus adding to the cost that we must 7)ay, the 
profits of anotlicr middleman. It has already 
h('en stated in tlie August issue of the Fituincial 
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Review of Reviews, that the Germans are appoint- 
ing agents in Spain to receive tlicre German goods, 
rel.nbel tliem as “ IMade in Spain,” and send them 
on to us. It is surely obvious how such an arrange- 
m<‘nt would help instead of hinder the develop- 
nient of a Middle Europe (Commercial Union 
which could hardly fail to be a bejiefit to Germany, 
and an obstacle to English trade. 

Blit the worst is not yet. The ])roposal, if 
adoi)ted, will work out as the very best thing 
that can he done for Germany in German interests. 
Kor il will he no< merely to waive all claim to any 
German indemnity, hut to actually forbid and 
prevent the pa_\nient ot any. Once more our 
tundamental fact ol all economics. J*ayment can 
onl,v be made in the form of things. Tf you will 
not take commodities you I’l'fuse payment. So 
the ])ro-Germanism is all the other way. I w'ant 
Germany to pay fiay to the uttermost yard, 
lh(‘ uttermost ounc<‘. I want her products, for 
her products are her only ])ossible ]jayment. Tf 
you refuse* to take her products, or the products 
of oth<‘r nations bought with German products, 
you are the best fri(*nd she can ever hope to meet. 
Unless German industries recover in the coming 
times of peace, Germany will not, because she 
cannot, jiay a stiver, ft is in vain that you sa.> 
“ Lay hold ot her customs.” Unless Germany 
c.rports, Germany cannot /'///port ; for there is 
no buying without selling, and there will be no 
customs to lay hold of. 

Wring the neck of the Prussian eagle, by all 
means. But T w'ant the Gei’inan golden goose 
kept alive, because I want the eggs for Belgium, 



LECTURE V 


15 » 


aud for the others who have been so foully wronged 
by German fiendishness. This is no friendliness 
to Germany. We have not only to compel, we 
must also enable, Germany to pay. Pay by 
appropriating the goods in her v arehouses, which 
we in our turn can pay for ({uite honestly, in 
Herman paper. Every Gerimui might have all 
his possessions confiscated, and himself put on 
rations, and made to Avork till the German debt 
to Belgium and the rest be paid in full. German 
land, labour, and ca])ital, sliould all be exploited 
in the interests of the indemnity. 

Just as a false economic, it ado])ted, will be 
but a renewal, not a termination, of the war, 
aud a practical abandonment of all ])enal justice 
tor our enemies and commercial justice for our 
friends, so it is only along the straight and narrow 
])ath of sound economic sci(*ncc that either kind 
of justice can be sought and found, 



LKCTCRE VI 


J^CONOMK’S OF A LKAOUE OF NATIONS. 

FINANCI'] AFTIAJ THE WAR 

Iv iny Iasi two Iccluros I tlealt A\ith the question 
of Kree Trade, Thai is to say, in Ijeeture IV 
I (‘iideavoured to stale the general prineiples on 
Avhieli tliat great system, tlie foundation, as I 
believe, of Kngland's recent prosjn'rity, is based ; 
aiifl in Lecture V to d(‘al with tite attacks to which 
it lias recently b('en subject (sl. To-night I pass 
to a (Uncrent subject, or rather lo tw'o different 
subjects; lirsili, the economic as])eets of tlie 
pro])os('d Leagiu' <ff Nations, and secondly, to 
the financial conditions which will jn'evail during 
tlie early lifetime of tiie coming peace, the early 
lifetinu' of what we all hope' Avi+1 be a lasting peac(‘. 

Here again 1 wish to forestall an objection. 
Speaking here as an economist, I have nothing 
to say on the strictly ])olitical sid<‘ of the question 
as to a LeagiU' of Nations in itself. I see that 
the proposal has received the ajiproval of some 
of the master minds of jiolitical thought, including 
A^iscount drey, IVesident Wilson, and above all 
Mr, Asquith, who, ever since the far-off days when 
in the Oxford Vnion 1 did my little best Lo fight 
on his ^ide in the sjilendid struggle which he made 
again, st the overwhelming Tory majority of that 
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interesting, if somewhat immature assembly, has 
been my natural political leader. And, politically, 
tJjat is enough for me in such a question as this ; 
tor 1 feel that the ])olitical knowledge and experi- 
ence of thqse men are so vastly greater than my 
own, that my duty ends with trust. It is only 
(»ji the eeonoinie side that 1 venture to enter a 
caveat, and to hint that in my judgment, too much 
eontideuce is being ])laced in the efficiency of 
economic forces, for the oj>eralions of the League. 

In this, as in all such eases, it is necessary, 
before critiei/ing a pro])osal, to assure oneself of 
llie facts of that proposal by reference to the 
most uninip('acliable authority. In accordance 
with Ibis ])riuci|)le I shall refer, for stalemcnt of 
w hat is ’meant by the Lc'ague of Natioi^s. and on 
■wliat forces the hopes of its success are founded, 
to a ])amphlet on “ Tlu' L''ague of Nations ” by 
Viscount drey of Kallodoji, recently issued by 
the Clarendon Pres', ol Oxford. Three j)assagcs 
ill that pamphlet run thus : 

(1) A League such as he (President Wilson) 
desires must include dermany. (Page 8.) 

(2) 'riie economic jiressure that such a 
League could use would in itself be yery 
powerful, and the action of some of the smalliT 
States composing the League could perhaps 
not go b( yond economic pressure, but those 
States that have power must be ready to 
use all the force, ('conomie, military, or naval, 
that they possess. (Page 9.) 

(3) Individuals in civilized States liave long 
ago accepted an analogous limitation and 
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obligation as regards disputes between indi- 
viduals ; these are settled by law, and any 
individual who, instead of appealing to law, 
resorts to fore(' to give effect to what he 
considers liis rights, finds himself at once 
op[)()sed and restrained by the force of the 
State -thaf is, in democratic countries, by 
the combined force of the other individuals. 
And w(‘ Jiot only acee]>t this arrangement, 
but uphold it as essential to ])revent oppression 
of one by another, to secure each person in 
a ((uiet life, and to guarantee to each the 
greatest lib'U'ty that is consistent with the 
e(iual liberty of neighbours. (Page 11.) 

Now on these passages 1 may remark, in respeel 
of No. 1, that this aspiration of President Wilson 
for a League of Nations to include (Jermany is 
obviously in flat contradiction to the s|)irit of 
tlu)se r(‘solutions ot our own Committees whicli we 
considered in our last lecture. Those resolutions 
woidd exclude (Jermany altogether from the eco- 
nomic life ol the Kuroi)ean Allies. Hence it is 
further clear that the suggestions contained in 
(2) are virtually ruled out by those resolutions. 
You cannot p\it (-eonomie pressure upon a country 
which you have alreatly nded out of all partici- 
])atiou in your economic life ; for having done so, 
the force of economic pressure is exhausted. But 
the difficulties in the way of such a course ol 
conduct are far greater and more formidable than 
this alone. It is only in extreme cases that 
('conomic pressure' can exe'rt any formidable in- 
fluence o)t the conduct of a recalcitrant nation. 
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(jri’anted at ouco that a lanal blockade on a grand 
scale can produce a scarcity of necessaries amount- 
ing to famine, and so compel surrender, this amounts 
to something much more than economic pressure. 
Those Avho. talk so readily of economic ])ressure 
seem to me to forget that economics is at bottom 
a psychological science. So that the efficacy of a 
given amount of economic pressure depends on 
the psychology — tlie mental fibre, if you will — 
of the prennee. One man says, “ The necktie that 
used to cost me 3s. 6d. is now .'js. ; we really cannot 
stand this, wc must give in.” Ajiotlier will say 
“ They have taken my coat, they hav(‘ taken my 
waistcoat ; but, damn it, they jnay take my 
shirt, but I won’t give in.” And when applying 
a given measure of economic pressure you can 
never tell, until you try, which of these* two kinds 
of men you have to deal with. Again, it is hopeless 
for a small State to try to put economic pressure 
on a greatly more powerful neighbour. Of whsit 
avail would it have been to Serbia in 1914 to 
tlireaten Austria w'ith economic pressure as lier 
reply to the famous or infamous ultimatum ? 
dearly, economic pressure eould avail the .small 
State nothing iinless and until all the large States 
of the League agreed to apply it. To which end 
the large States will have to be convineed that 
the grievance of the small State is of importance 
enough to justify their interferenee. 

Still w'caker would be the force of economic 
pressure as against the gradual violation or evasion 
of the League stipulations by an unscrupulous 
]Jower. Suppose it stipulated that Cermany must 
not have more than ten dreadnoughts. She builds 
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an eleventh. Remonstrance is mot by the plea 
that one of the ten is now antiquated, and is going 
to be put out of commission. Who Avill persuade 
the rest of the Avorld to adopt measures of economic 
pressure, and maintain them until one of the eleven 
is actually dismaiith'd ? And, the eleventh being- 
tolerated, what of the twelfth, and the thirteenth 
— Cennany all tin- while protesting that her inten- 
tions are absolutely peaceful and friendly, and that 
her dr<*adnoughts are only nu'ant to keep the peace 
in Bolivia, which shows signs of unrest, or for the 
supj)ression of piracy on the coast ot Switzerland ? 
If Rnglaud has all this lime Ix'cji under sti])u- 
lation to have not mon' than lifl('en, Kngland will 
keep her word, not having adopted the- “ scrap 
of ])aper ” theor\' ; until, as against England’s 
fifteen, tlermany has tnenty, and smih's at the 
notion of any one daj-ing to put economic pressure 
on the possessor of the strongest Jiavy in the 
world. Unless the League of Nations is reso- 
lutely j)rcpared to carry out to the utmost detail 
the jn’iuciplc of pt /iicijn'i'f ohntd, eeonojuie pressun- 
will be valueless as a force to be held hi krt'orew 
for the restraint of evildoers. 

Still more serious as an objc'ction is the fact — 
a fact which the investigations of our former 
lectures have, 1 trust, put into a still eh'arer and 
more vivid light — that no economic pressure can 
be a})plicd without scrioxis loss to those who apply 
it. And this will render its application doubtful, 
and its employment, in economic ])hrase, frictional. 
When Germany, received into the League of 
Nations, has re-established conimercial relations, 
on a large scale, with England and America, these 
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vclatioiis cannot be suddenly renounced save at 
great cost to England and Anieriea. Vast eom- 
Hiereial interests will cry out against the apiili- 
ration of measures Avhieh will involve them in 
the ruinous loss of their own markets; and will 
certainly find in the provocation given, and alleged 
as the cause and justifuation of tlie proposed 
measures, no suflicient I'eason for their adoption. 
And further, economic pressure is a game that 
lao can play at; and in tlie economic warfare 
thus precipitated, a great manufacturing and ex- 
porting country like England is not likely to be 
the smallest sutferer. 

Nor does the illustration drawn frf)m individual 
obedience to law% in the third of the above extracts, 
add greatly to the strength of the argument. If 
I break the laavs of my country to the extent of, 
say, snatching a watch, I am at once opposed to 
the I'est of my fellow-citizens in the hopeless odds 
('f one against forty millions, as a whole, and, in 
particular, myself againsi a burly constable, certain 
to be, physically, more than my match, liut the 
recalcitrant country will, at best, be one against 
seven or eight ; and may be, or may easily fancy 
itself to be, as strong as the. other seven jmt 
together, (lermany not long ago so fancied her- 
M'lf ; and though she w'as ha])i)ily mistaken, it 
has been the toughest job in all history to prove 
to her her mistake ; if, indeed, she does even yet 
regard the mistake as proven, linally and beyond 
redemption. 

Again, be it remembered that no country would 
venture on recalcitrancy without long and careful 
preparation, which preparation would take the 
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form, inter alia, of iseciiriiig to itself allies against 
the clay Avhen the reoaleitraney should be declared. 
A nation intending recaleitrancy would do its best 
to ]iersuado some otlier uKunber or members of 
the League not to 1)(‘ “ bullied by the majority ” 
into a|)])lying an eeonomie i)ressure when the. 
application would he as rninon.s to itself as to the 
ec^uniry to which it was to he applied; and as 
there can he no doubt that the as.scrtion would 
he economically true, and ca|)able of easy demon- 
stration, it is, to say the h^ast of it, by no means 
certain that the call of the League for effective 
mc^asures of pi’C'ssure of the kind would meet with 
an affirmative resjionse, 

A Lc'ague of Nations by all means ; hut with 
a clear under.staading that in this international 
regime'll, as in the maintenance' of internal law 
and order, the ultima ratio is force ; and that 
economic pressure, save in extreme eases wherein 
it is ajiplied by the methods of actual warfare, 
can do but little. A League of Nations by all 
means, hut taking care that, wink' binding all 
its mc'inhers by solemn obligtitions, no ])ower to 
break aw'ay shall bc' left in the hands of any nation 
to which no obligations are solemn. 

Passing now to the consideration of England’s 
financial po.sition in the immediate and in the 
more remote future', w'e are met at the outset by 
the gigantic fact of our debt. It seems to me of 
small interest to endeavour to arrive at any exact 
estimate of the precise* amount for which British 
finance will have to be answerable. Something 
will depend upon the ultimate fate of enormou.s 
loans advanced to our allies, and much upon the 
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final dcuibions of the Peace Conference as to indem- 
nities. Bui the British debt at the close of the 
war cannot be less than five thousand millions 
sterling, a}id may ax)i}roacli double that amount. 
Taking even tlie smaller figure, we have it that 
the interest on it at 5 %- -being 4 % of actual 
interest and 1 % sinking fund — runs to £250,000,000 
[)er annum. And of eomse this will be the actual 
debt that British finance will have to meet ; for 
when dealing with national debts, it is always 
the interest which constitutes the real debt, the 
nominally princijial sum being in reality only the 
price of redemption. Here again we face the 
fundamental fact of economics, that loans, gifts, 
payments of all kinds, can only be made in goods. 
The actual procedure in raising this debt has 
been to call upon our producing classes of all 
kinds, Landlords, Capitahsts, and Labourers, to 
supply the (lovernment wdth what goods they 
wanted for the war, and to acccjit in return an 
uiulertaking to admit the supidiers’ right to receive 
aniiually goods to the value of 5 % of the value 
of the goods so supjdicd. Ch'arly then, once more, 
lU’oductiveness w’ill be the key to the situation. 

Nor will discussion as to wdiat might have been 
or what ought to have been at the beginning and 
during the period of the war lead us along any 
very progressive path. One thing is certain : the 
prevalent economic ojiinion in the early years of 
the ninetecuith, is no longer the same as that of 
tlie twentieth, century. Tlic policy of the “ nothing 
i>ut taxes ” method had begun to be whittled 
down even bv the time of Mill ; and few there 
*ire now who w'ould maintain that the whole 
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ex])CiiK('s of a \vai‘ sliould bo met by taxation 

within tile year. 'Phe theory of Dr. (lialniers that 
a war paid for l).\ loan wa.s rt'ally ])aid for by a 
tax oil wages, was too near a relative of the Wage- 
Phind Doctrine to survive the fall of that tyrant 
theory. Nor do(‘s the plea that a just war is 
waged as iniieh for the benefit of our jiosterity 
as for our own, “cut iee ” any more elTcctively 
than the alternative jilea that it is the duty of each 
generation to strive to leave' tlu' world better 
than it found it, that our postiuity may rise up 
and call us blessed. Hajijiy, no doubt, the man 
or woman, and still hajijiier the generation, whose 
elosing eye gazes on a bettered world ; for whom 
the sun that rose in hope shall set in glory. But 
the man in the street will rather eehe> the ironical 
t|uestion once' raised amid much laughter in the 
Hou.se of ( Vniiinems'— “ What has posterity ever 
done for me V ” the {|uestiem to which jVIill, then 
in the House, returned such brilliant answ'er. 

Enough for us at prese'iit that the elebt is there, 
and that we aie calk'd uiion to nu'et it. How 
shall this be done Y 

One answ'er to the* ejuestion there is which has 
at least the merit of simplicity, the answer “ Not 
at all.” llepudiation of the whole burden ma^', 
for aught T know, still find its advocates, though 
none, 1 am well assured, among economists of 
any repute. Kepudiation has now, 1 believe, no 
rcs[)ectab]e adherents. Enough to say of it that 
it would end for ever the whole national credit. 
One only merit the i)lan can claim, — that in Mr. 
George’s phrase, there Avould be “ no irext time.” 
Any future w'ar, or indeed any future project of 
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betternu'iit for a peojile wliicJi inv'olvod really 
heavy expense, would have to be foregone, for 
none would lend a eop})er for its furtherance. 
And it is now well acknowledged and understood 
that the ye^ar’s expenses of a modern war are more 
than the ye.ar can pay; and furtlier we can all 
acce))t the dict»im of Professor ScoH, that “a 
failure to use the nation’s credit in a great war 
w'ould be a sacrifice of combatant efficiency through 
a mistaken economic pedantry.” The nation’s 
credit must somehow be maintained. 

Shall we then shake ourselves free* of some 
))ortion of the debt by paying the price of redemp- 
tion of that portion of it ? And if so, wdience 
are w'o to com})ass the means ? One ju’oposal 
there is, of (tuite respectable anticpiity, and so 
])roiean in form as to take on the appearance of 
many separate* schemes. The* titles under which 
it usually appears are “ ( Vniseription of Wealth,” 
“ (’ouseription ot (’ajutal,” or a “ Levy on ('a[)ital.” 
T do not mean that these* variaiits e)f name do 
uot imply oewtain dilfewences betwe'cn the schemes 
inter ne. lint in their essentials Ihey are much 
alike. The justification for any such scheme is 
alleged in the difference in the amount, and still 
more in the kind, of the sacrifice endured in this 
w^ar by those who have risked their lives in the 
field on the one hand, and on the other, by those 
^^ho, even if employed in war work, and doing 
what was in their })ower to advance the national 
cause, W’’ere exposed to no personal danger. Having 
conscripted the bodies of the soldiers, may w^e not 
justly conscript the property of the non-combatant V 

The argument has certainly something to com- 
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mend it. “ Equality of sacrifice ” is quite an 
orthodox tmnciplc for the exaction by the Stale 
of comjxilsory contributions. But .several con- 
siderations ^uilitate against the full force of the 
position. In the first place, while adniittinj^ at 
once that the sacrifice of life, or even that of those 
wounded, in the field, is incapable of coinparison 
with that ol the (itiztn taxed in the safety/ of 
his home, y(d science conqiels us to remember 
that the one is a risk, and the other a cc'rtainty. 
The s(xldii’r at all events hopes to come through ; 
but from the tax-gatherer there is no escape. 
So that the just r'stimate of war sacrifices is, in 
mathematical phras(‘, a function of two variables, 
amount and certainty. This by no means dis- 
f)oses of the claim ujam the citizen ; but it must 
be remembered in mitigation of a judgment which 
might otherwise be t(Jo severe. It is no heartless 
underestimate of the frightful de.solation of the 
widowed and fatherless home that ])oint.'> out 
that the position ol the unhurt .soldier, w'ho comes 
back to be feted by all the girls of his village*, 
com])ares not unfavourably witli that of the pro- 
fessional man who, with his profession ruined by 
the war. has to raise mon(*y on his life-insurance 
policy in order to pay the three-years average 
income tax on an income reduced by the w'ar to 
vanishing point. I have no wish to press this 
point unduly ; but there is another and a weightier 
consideration. Wealth and capital have been con- 
scripted, and that to no inconsiderable extent, 
already. The nation and the army have been 
so nearly identical that many a business man, 
that is to say, many a capitalist, has had to serve 
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at the front, with results more or less closely 
approximating to financial ruin. And such a man, 
if he survive the dangers of active service and return 
to find his remaining caj)ital subject to partial 
e''propriation, will justly feel that he has been had 
both ways. The taxes which have j)aid such ])ortiou 
of Ihe expenses of the war as have been already 
iU'tiiallv met, have largely fallen on capital. Rail- 
ways have been taken over, our nun’eantile marine 
lias been so commandeered, and when in govern- 
ment possession has been so ([)erha])s unavoidably) ' 
misused as to leave it in a jiosition from which it 
will probably take years to rais<‘ it again to its 
lormer effickney. There is hardly an hotel left 
in l-ondon which has no! been jiressed into the 
service, and tilled w'ith a motley ])opulation of 
“ fiapjiers ” in the employment of the (lovern- 
uient. To have savc'd anything tvliich yields an 
income seems to lie, in the opinion of our (lovern- 
ment, the suprmne wickedness a sin against the 
Holy (fhost to be sternly ]»ut down by excess 
taxation. One is tempted to ask the adherents 
of this ('apital-conscriiiting plan Avhat more they 
want than tliey have already taken V If an in- 
ventory of all our personal possessions is to be 
taken, and a jiercentage to be claimed by the 
Ooveriimeut, it leinains to show how the necessary 
realization is to be eft'oeted. If they claim the 
valu(' of, say, my piano, I shall have to sell it. 
But every one c'lse woidd be selling their pianos 
at the same time ; and I should get about 4d. 
for it, carriage paid to the home of the buyer. 
And the same considerations ajiply to the pro- 
posed Levy on Capital. That levy has already 
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taken place to an extent of which few seem to be 
aware, and the full inconvenience of which will 
only be revealed wlien the task of restoring our 
industries has really been entered upon. Machines 
for making, e.g. metal hot-water jugs have been 
commandeered and altei'ed so as to take part in 
the manufacture of munitions of war. In that 
function th(\y hav(‘ be<‘U worn out or nearly so ; 
and it would no longer pay to reconvert them 
to their original purpose, even if it were possible. 
Pasteboard and cardboard machinery of many 
kinds has gone the same May, with the same result. 
Now tlie great(‘st ai\d most serious difficulty of 
the period of industrial reconstruction will be to 
replace tlic ca[)ital for the old, and obtaiii enough 
of it for the n(‘w, conditions of industrial England 
when our industry begins, like a giant that has 
sl(*pt, to stir agaijj its miglity limbs. From the 
simplest tool to the most complicated machine 
the cry will be for cajhtal. Food, clothing, shelter, 
tools, ajid materials, the five great elements of 
ca])ital, will be in unprecedented demand in the 
hard times that are coming. The present clamour 
- not, as I hope to try to show, an entirely wise 
one for England — for agricultural extension no 
matter at what price, on English soil, will be 
chiefly a matter of capital, and recalls again the 
Lay of the Lal)ottrpr : 

A spailc, a rake, a hoc-, 

A pickaxe, or a bill ; 

A hook to reap, or a scythe to mow, 

A flail or what ye will. 


This is a ery for capital ; and he will bring woe 
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upon himself, and greater woe upon our England, 
who makes capital shy, or teaches it to take to 
flight. 

Another plan, which I had the advantage of 
hearing exj)ounded by Mr. Sidney Webb at a 
meeting held recently in London — one of tlu'ee 
lor the statenu'nt and initiation of the policy 
of tlie Labour Party — runs somewhat thus : — 

At a given date, all the possessors of property 
in the country are to l>e considered to have died, 
and to have come to life again as their own heirs, 
subject as such to a 10 ('stale duty. This 
measure is to be meted out to all who have £100 
worth of pro|)erty ; while all wlio earn 30s. a week 
or more are to pay a poll-tax of 10s. a year. So 
that those who have property would lose one- 
tenth of it, while those who have noi\e would still 
pay lOs. a year. What could be more e({uitable ? 
But it may be w(‘ll to look a little further. How 
will this ])lan atfect those who save as compared 
w'ith those who simply s<(uandcr V Here are two 
UK'n, Brown and Jones, our old and respected 
accpiaintanccs. Brown, a barrister, ('arns £1,000 
a year, livt's a bachelor life in the Temple, and 
Ix'vond the cost of living there, spends the rest 
of his income during vacation time at Monte 
Parlo. Joiu's possesses £20,000 Avorth of jwoperty, 
say in industrial share's. He sells them, J will 
suppose at par, and invests in War Loan, at 5 %, 
getting an income of £1,000, the same' as Brown’s. 
Jones must return himself as owner of £20,000, of 
Avhich he must surrendei' 10 %, or £2,000, in ten 
yearly instalments of £200 each year ; and the 
socialist v('rc1iet is — “ S('rv('s him right for saving.” 



leai ficoii^OMio foundations op reconstruction 

Brown returns “ No effects ” ; so he pays only 
the 10s. poll-tax, or a total of £5. Under such a 
regime, who will be fool enough to save ? The 
racecourse and the faro table will be the refuge 
of the wise, and “ Kat, drink, and be merry, for 
to-day we are to die,” will be a variant accepted 
as the only prudent rule of life when Mr. Sidney 
Webb becomes Chancellor of the Kxehequer. 

I pass to the consideration of the system of 
taxation to be adopted diiiing the coming early 
years of ])eace. Tremendously heavy it will un- 
doubtedly have to be. But an astonishing w'^cight 
of taxation can be carried by an energc'tic and 
thriving community provided it be so levied as 
to commend itself to the sense of justice of the 
pco])le. In this matter 1 tear there is no royal 
road to solvency. But just because the burden 
will be heavy, so much the mor(‘ important is it 
that no step be taken which shall discourage cither 
capital or labour so as to make their joint effort 
less productive. Once again, and ever again, 
])ayment is in goods. Be productive, and all 
else that is economic shall bjy added unto you. 
The i>roblcm ot our finance in the immediate future 
is a problem of production ; and every measure 
which diminishes by one iota the ratio of produce 
to investmejit of labour-capital-effort lessens oui‘ 
capacity to pay. One thing is certain. WhetlicT 
by the acceptance of sound theory, or by that 
painful kind of experience which sometimes suc- 
ceeds, but unfortunately as often fails, to teach 
“ the practical man,” we shall learn that doles, 
whether by protectionist measures or by 6()s. 
guarantees, whether to manufactures or to agri- 
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culture, will not increase as a whole the producing, 
and therefore the paying, power of the nation. 

Wo shall have to keep in mind the fruitful 
haying of Swift that in the arithmetic* of the customs 
Iw'o and two do not make four, and the half of 
iour is frecjuently five. Some of our taxes have 
unavoidably been laised to a ])oint during the 
war which will make them in [)eace time less 
produc'tive on tlie whole for tlie country than 
they may be ex])eeted to become if their rate be 
lowered. Such 1 Ix'lieve to be the case with the 
excess profits duty. Again I fear the diseourage- 
nient of capital and of its accumulation. (Granted 
at once that the mad cart'cr ot the ])rofiteer must 
be stayed, it still remains sound policy to offer 
strong inducement to those whose savings will 
liavc to come to the rescue of the country at its 
utmost nc*ed. So that tin* financial probk'm in 
tins direction s(*(uns to take on the form of a 
problem of reconciling tw'o dilferent policies — that 
of staying the hand of the profiteer, while not 
(liscoiu’agiiui: the capitalist And problems of 
r('coneiliation of opjjosing ])olicies are over among 
the most difficult in the region of finance. In 
this case it is po>ssibl(' that the juinciple of Quasi- 
llent might thi’ow a useful light u])on the cjuestion. 

Such portion of the* tlieor\ of Quasi-Rent as 
is pertinent to the present (j nest ion can be roughly 
stated in this way: -When an article is sold for 
a price above its usual price, the discrimination 
as to whether the cx(*css should be classified as 
a rout or not will depend on whether it was duo 
to a rise in the ex])enses of ]jroduction or from a 
».iuse due to extraneous alferalion in the conditions 
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of demand. In the latter case, if we are concerned 
with a manufactured article, the excess price will 
as a rule only endure until the amount of fixed 
capital available for the production of the thinjj 
has h('en sufficiently increased to cope with the 
increase of demand. Economically, therefore, such 
(luasi-rent is a (|uestion of time ; the uoii-coinci- 
dcMiee of two prodiu tion-ijeriods, the short period 
of the manufactured article itself, and the far 
longer pi'riod of the appliances necessary for it.s 
production whcai the appliances are ready. To 
take a fanciful exam])le ; — 

Suppo.se that, as a celebration of the pre.sent 
victory, tlu' Court were to express a strong wish 
that every hous(>lu)lder who could afford it 
should fit up I’.is front windows with new lace 
curtains. Th<* resulting sudden rush of demand 
for lace curtains might bring it about that the 
curtains normalE sold for 10s. a pair would now 
fetch Ifis. Omitting small details, the e.\tra 5s. 
would b(' a (|ua,si-renl, closely analogous to the 
excess profits ri'cently made iii munition work. 
Now if the original price of 10s. yielded, sa^, 
a ])roHt ot Is. pcT ])air, and the maker is now in 
a position to s»‘ll in a gi\en time 1,000 additioital 
[tairs, he thus gaiits, as result of the Court action, 
an additional t50 at the old rate of profit, plus 
another additional t250 as “ ((uasi-rent.” If the 
w'hole £300 is regarded as “ excess ” profit, and 
taxed as such, th(' makei w'ill be tempted to declim' 
the extra orders, and the more so the more heavily 
the ex(;css is taxed. Whereas, if only the £250 of 
real (juasi-rent is assessed, the .sense of injury will 
b(' largely obviated, the tax will be more ea.sil\ 
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collected, because more readily paid, and the 
revenue will obtain an increase more truly 
“ economical.” 

This particular case will serve to indicate the 
direction in which, to the best of my judgment, 
the means should be sought whereby to reduce 
the mass of the national debt. If every means 
be taken for increasing the total sum of the pro- 
duction of the country, then all the main elements 
of income, Avages, ])rofils, and rent, will be aug- 
mented, and an income tax levied upon these will 
also furnish a proportionately increased revenue. 
But the inconie tax itself stands in crying need 
of revision, not so much in respect of the amounts 
collected, as in the methods of assessment. The 
present iniquitous system of the thr(‘('-years av(‘i*ag(‘ 
will have to find a justcT substitute. That system 
almost confessedly cudeaA'^ours to balance one 
injustice against another. On a rising income an 
iiijusti<*e is doiu* against tlu' Mxchectuer in favour 
of those best able to bear the full burden of the 
tax. n’he man whose income has increased, Avhile 
the claims u])on that income have not yet become 
fixed by habit, by contract, or by convention, is 
the man Avho best can pay on the full amount of 
his recei])ts at the fidl rate at which those receipts 
are normally taxed: -so the three-years average 
comes in to relieve that man of a large portion of 
what ought to be his obligation to the nation. 
But the man who is, e.g., under the obligations of 
lease-contracts, or whose son has embarked upon, 
but not finished, a University education, and w'hosc 
income suffers sudden and serious diminution, 
has still for three y(‘ars to pay tax on an income 
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he does not receive, and such tax is too often tho 
final straw that breaks the canid’s back. If tho 
great central pi’iucijile of Kipmlity of Sacrifice in 
taxation is not to be a mere delusion, some con- 
trivance must be arrivixl at which shall obviatt' 
this injusliee. If any allowance for change ol 
amount of income is to be made in the assessment 
of income tax, J submit that it ought to be made 
in exactly the op])osite direction to that in nhich 
it is mad(‘ at present. If an increased income 
were taxed upon three times the increment in the 
first year, twice the increment in the second year, 
and onI_\ on the increment itself in the third year; 
while the diminished were exempted From taxation 
on thrc'c tinu'-. the deerement in the first year, 
tAvice it in the second year, and oidy on the decre- 
ment itself in the third and succeeding years, 1 
conceive that a much lu'arer approa< h to eipialitt 
of sacrifici' would be accomjdished. A man aaIiosc 
income rose from C700 to K8()0 a \ear would thus 
pay income tax on £1,000 tor the first Acar, on 
£900 for the second A'car, and on the actual £800 
for every succeeding yc'ar for as long as the ineonic 
stood at £800. (*on\nTsely, a man AAith an inconu' 
at jiresent date of £1,000, AAhieh inconu* falls to 
£700 in a certain year, Avould subtract £900 from 
the £1,000 in the first year, and iiay on £100 only ; 
in the second year he AAOidd subtract £000 from 
the original £1,000, and pay on the £100 ; and in 
the third year, aa’Iicu he had had lime to adjust 
his way of living to his reduced circumstances, 
he Avould pay on the Avhole of the £700 noAV left 
to him. Of course this method of eomiuitation 
should not be allowed to enable a man to claim. 
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or involve him in losing, any exemption oi‘ abate- 
iiicnt attaclhng to tlio actual amount of the new 
ineome ; neither the co)itribntor nor the ta.\- 
i>atherer should be allowed to us(‘ (liis method of 
<(nnpiitalioji to put tin* ineome in a different 
category froin that to wliieli it actually belonged, 
lint the plan would make the State a f-harer in the 
oood fortune of the recipient ot the raised income 
just when he would least feel the contribution 
as a burden ; whilst the man w'hose ineome suffers 
a serious fall in the evening of his life woidd find 
in the lessened burden of the lax some slight 
mitigation of his loss. Of couiNse I shall be told 
that such a plan is utterly fanciful, a mere dream. 
And T reply that oven a dream of justice is better 
than the reality of a wrong. 

Personally, I must confess that 1 am unable to 
share the enthusiasm which some modern econo- 
mists and many modern politicians have disj)laycd 
for the income tax as the ideal method of raising 
revenue for the State. My reasons are not wholly 
(‘conomic, so I will but adumbrate them here. 

I cannot but look upon the income tax as con- 
taining elements of constitutional danger. Already 
^^e have had It ])ointed out, as an unexpected 
and incidental benefit arLsing from the var, that 
wc have found out that an income tax of four 
or five shillings in the |)ouud is endurable ; and 
it is more than hint(‘d that such a rate might be 
made jjcrmancnt for the benefit of the jiroletariat. 
but if five, wdiy not ten or fifteen, or even more ? 
1 may be quite wrong ; but to me this seems to 
flavour of BolsheArik finance and, as such, to be 
possessed of considerable economic as well as 
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political disadvantage's. Noi' cun I see liow the 
incomo tax is to be adniinistorcd without endowing 
the assessor with powtTs distinctly dangerous to 
eonstitutional liberty, lint these considerations 
bring me too near lo ])o]itics for it to be desirable 
for me to pursue tiie subjeet here and now at an^ 
greater length. Returning to my strict economic 
text, 1 re])eat that the payment of taxes, as of 
every other eJaini, can onl\' be made out of pro- 
duce ; and that n'venue is only payable ultimately 
in things made. I’his being so, increase of produce 
is the one and only way lo so tar increase revenue 
as to cope with our gigantic debt. 

1 have but one more subj('ct to ask yoTi to con- 
sider with jue to-nighl, the (piestion of our currency. 

The difficulties surrounding this subject are so 
great, and of such a perplexing nature, that it 
woidd seem as if, in economic theory as in other 
relations of life, money is the root of all evil. The 
only way to maintain an even keel in steering 
through the shoals and quicksajids of currency 
(piestions is to ])ossess, and Jceep resolutely in 
mind, the leading facts of the laws of value as 
applied to money. I take money to moan coined 
metal, and all credit doeuments which serve the* 
purposes of exchange to be rightly described as 
substitutes for money. CluMpies, bills, etc., are 
instruments of bai'ler ; tools b^’^ means of which 
man has been enabled to dispense with the more 
expensive appliance, real money. Supposing in the 
first place that there u ere no substitutes for money, 
and that all our jiayments had to be made in 
golden sovereigns, except of course those small 
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])}iymouts which ure mot by tiio uso of small chuiigc 
in the form of subsidiary coins, then I lie l^aw of 
the Value of Money, or of the general level of 
prices, would be that known as the Ijaw of the 
Inverse Quantity. In mathematical language, its 
value curve, connecting its value with its amount, 
w'ould be a reetangular hy])erbola. In this sense 
the demand for money is for enough of it to conduct 
the cash transactions of the community. And, 
su{)})osing each piece to be used only once, the Law 
would bo e.xjtt'essed in this first (“rude form by 
the formida — 



Consider, in imagination, yo\ir sovereigns to be 
real live labourers, say bricklayers’ labourers, who 
have to carry a certain number ot bricks across 
a road. If you have 100 bricks, and 5 labourers, 
each to make only one journey, they must carry 
20 bricks each. Double the luunbc'i* of labourers, 
each making one jouriiey, and th(“y carry 10 
bricks each. Halve their number, and you double 
llu'ir load. Let each make two journeys, and 
uni halve the load to be carried each time. Apply 
this reasoning to the money, we come at once 
across the fact that each piece elTeets many tran- 
>sactions in doing a given amount of business ; 
and we have the definition — The Kjjiriency of the 
('nrrency means the number of times each piece 
changes hands in doing a given amount of business. 
Again, if you send, say, half of your bricks by 
a truck, the truck will be a substitute for carriers. 
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and Will leave only half ;j;reat a load for each 
man on each journey. And the demand tor 
carrierb’ labour will be the amount of bricks to 
be carried, less tlu' portion carried by the sub- 
stitutional truck. And the loarl for each man on 
each journey will be, the jiumber ot bricks to be 
carried, less the number in the truck, divided by 
the product when the number ol men is juultiplicd 
by the inunber of journeys. 

Apply the same reasoning to tlu' pieces of your 
money. From the total trade of the eomniunity 
in a given time subtract the ])Oition of it done 
by che<pies, bills, and other substitutes tor money. 
Divide the remaimh'r by the number ot pieces, 
multi])lied by the j lumber of times each piece 
changes hands in the course ot doing that amount 
of business.^ And the <piotient will give j’^ou 
the value of each piece*, according to the* “ Quantity 
Law.” (’onsce^uentl^ a large iucre.ise in the 
amount ot your immev, or ol its substitutes, lowers 
the value of each piece, or in other words, raises 
general prices. Needless to say, this is what has 
been going on during the waj to an enormous 
extent. The “ fiduciary ” ])aper of the Bank of 
England- that jiart of the Bank ot England notes 
not covered by gold, but only by Government 
securities in the haiKk-> of the Issue Department— 
which on June 1, 1914, was 1^18,450,000, had by 
July 1918 risen to 1- 248,862,000. “ Bradbury s 

and “ Ifink-uns ” have been iioured out uiion the 
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public in a veritable water-spout. And economic 
law has asserted itself in the present terrific range 
of prices. Can anything be done ? 

In the First Interim Report of Tiord Cunlitfe’s 
Committee on Currency and Foreign Exchanges 
after the War (Cd. 9182, 1918), the danger of this 
slate of things is fully admitted. “ This credit 
('.Ki)ansion,” they sa 3 % “ cannot continue after the 
Avar Avithout scrioAisly threatening our gold reser\'(‘s, 
and indeed OTir national solveiuy. . . . TJie 
shortage of real capital must be made good by 
genuine sa\nngs. It cannot be met In' the creatifm 
of fresh purchasing poAA'cr in the form of Bank 
advances to the Covernment or to manufacturers 
under Covernment guarantee or otherwise, and 
any resort to such expedients can onl_v aggi’avate 
the evil, and retard, possibly for generations, the 
r<'cov('ry of the country from the losses sustained 
(luring the AA'ar ” (Sections 16, 17). 

So far, 1 have no doubt that the Committee 
has taken a correct vicAV' of the present position. 
They recognize that if we are to haA'(' any hope 
of restoring the ])re-Avar state of things in relation 
to our money, aat must rc'store and maintain our 
gold standard. But of this tlmy give us but little 
hope, and in this too, T fear, their opinion is but 
loo well founded. They saj' (Section 88) ; “It 
i'' probable that after the Avar \Aorld price's Avill 
f'land for TnaiiA’ years.” And conse(|uentl_y they 
Ihink that it is neither necessary nor desirable that 
there should be an early resumx)tion of the internal 
circulation of gold coin. But they do re})ort in 
bivour of a central reserve of 150 millions, and 
fd a reduction in' the amount of currency notes 

1:5 
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until the amount of fiduciary notes that can be 
kept in circulation, consistently with maintaining 
this reserve, has been reached, or rather come 
down to. I trust that this, as it seems to me, 
wise advice may bo followed, and even exceeded. 
Unless and until the enormous bulk of our Treasury 
issue of currency has been brought down to safe 
and rcasoiiable limits, we are. I verily believe, in 
danger ol followijig in the path of the French 
assignats in the time ol the Dircctoire, when it 
took 6,0(K> tranes to pay tor a pound of butter. 
Diminish the amount ot this superfluous currency, 
and you will introduce a period of falling prices 
against whicli capital will be easily able, by the 
exertion of reasonable prudence, to protect itself, 
and which, as all times of falling prices do, will 
on the whole benefit the wage-earner. While in 
this way, and f believe in this way only, will the 
distress be alleviated of that large class, now 
suffering so st'verely, and for the most part suffering 
in so brave a silence, the holders ot fixed incomes, 
and the poi-tion of the middle class who are living, 
or trying to live, on professional incomes reduced 
by the inflat ioji of the currency to a third ot 
their pre-war value, while faced by all the pre-war 
obligations of rental and other contracts, and the 
demands ot a taxation Avhich, however unavoidable 
under the eireumstances, falls on them with such 
ruinous severity that to many in the evening there 
is no light. 
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INDUSTRY AFTKR THE WAR 

Wjs noAV pahb to tlu‘ consideration oi the great 
(question, or rather series of questions, all closely 
related, the tr<‘almcnt ot which has been our 
ultimate pur])ose throughout all that has gone 
before. This concerns the vast and complicated 
subject of the relations between Labour, Capital, 
and the (lovernment, in the immediate future, 
and in the developments of more permanent 
iiuUistrial organization. Obviously only the out- 
lines of a question of such magnitude can be 
sketched within tlie limits here and now im})osed 
iqjoii me. Rut I trust that even though we can 
on this occasion go but little beyond the bare 
elements of the discussion, yet a clear statement 
of sonic of the main issues may serve to lighten 
the path and in some measure smooth the way 
tor the extremely dilheult aiul arduous jhlgrimage 
which, if J can read the signs at all aright, lies 
now before industrial England. 

In this hope I am the more encouraged because 
it seems to me that the clear realization of the 
nature and scope of the jiroblem is yet more rare 
than the solution of it need be difficult. The 
present danger — I think a real and a serious one — 
of our industrial position lies rather, if I conceive 
the matter correctly, in the failure of the multitude 
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to realize the rigidit with which in the world of 
economics, effect follows upon cause applied, and 
the consequent inevitable necessity to invoke the 
right cause if the desired effect is to be compassed, 
than in any inherent difficulty in applying the 
right cause when once the nature of the case has 
been correctly diagnosed. 

Essentially, the crux of the industrial problem 
lies in the fact that the Government stands at 
the present tinie absolutely pledged to an absolute 
impossibility. We are faced by an impaftse of 
the first magnitude. Unconditionally and without 
reservation, the Government stands pledged to 
take, on the conclusion of the wur, a certain course 
with respect to the industrial organization of the 
country ; and that course, it is now clear, it is 
impossible to take, consistently wdth the national 
prosperity and with any real recovery from the 
devastation wrought by the Avar. How has this 
condition of things arisen ? 

Before the war there existed in all our great 
production industries a conqdcx of conditions 
which had been built u]) by^ long and arduous 
struggle on the part of the H’rade Unions. That 
state of things the l^nions, in patriotic response 
to the cry of the nation in its need, a cry voiced 
by the Government, consented to abrogate foj' 
the period of the Avar ; on condition that the 
Government })ledgcd itself to bring about its com- 
plete restoration Avhen the Avar should bo con- 
cluded. Like Sergeant Tilmon Joy in ('oloncJ 
Hay’s poem. 

They laid their politics out o’ the way, 

For to keep till the war was through. 
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The whole system of Trade Union rules, privileges, 
and practices, under which so many of our chief 
industries had been carried on before the war, 
was as it were warehoused, like an absentee’s 
furniture, to be taken out of store again, and 
restored to its original purposes, on the return 
of its owner. It is most imi)ortaiit to remember 
that it is no small matter of arrangement that 
was changed by the concessions of the Unions, 
and the restoration whereof is now demanded by 
those same Unions in relianec on tlie Government 
promise, but a vast, far-reaching, and most elabor- 
ate* system, the aehiev^ement of years of silently 
organized growth on the one hand and strenuous 
political strife on the other, and believed in by 
millions of our eounbrymen with a veritable passion 
oi credence more often associated with theology 
than economies. And the whole of this .system 
went by the board in reliance on the Government 
plcflge, and if the |)ledge is to be r(*dcenied, it is 
the whole of it that is to be restored. And the 
rea,son wh\' it was abrogated was that it was seen 
to be diminishing ju’odxietion ; and, at a time when 
a maKimum of production was a (piestion of life 
or death for the nation, the maintenance of the 
system was impossible if the nation was to be 
saved. 

T’his system is well designated as a “ network ” 
by Mr. Hidney Webb, who thus describes it in his 
work on “ Tlic Jlcstoration of Trade Union (Con- 
ditions ” : — 


This network of rulea and agreements, uaages, and 
customs was more extensive than is usually realized. 
It covered different points in different trades, and often 
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in different districts of the same trade. Taking the net- 
work as a whole, and at its widest, it embraced not only 
the standard rates of wages, and the length of the normal 
working day, together with the arrangements for overtime, 
night-w'ork, Sunday duty, mealtimes, and holidays, but 
also the exact classes of operatives (apprenticed or skilled, 
semi-skilled or unskilled, labourers or women) to be 
engaged or not to be engaged for various kinds of work, 
upon particular processes, or wdth different types of 
machine ; whetJier non-unionists should be employed at 
all ; what processes should bo employed for particular 
tasks ; what machines should be used for particular 
jobs ; how the machines should be [)laced in relation 
to each (jlhei*, and the speed at which they should be 
worked ; whether one operative should complete a whole 
job, or attend only to one machine, or foi’in part of a 
team of specialized opeiatives each doing a dilTerent 
])rocess ; what wages, it any, should be paid in the intervals 
between jobs, or whilst waiting for material, and what 
notice of termination of engagement should be given : 
whether boys or girls or ^oung ]3(M’sons should be em- 
ployed at all, or in what processes or with what machines, 
or in wiiat pro])ortion to the adult workmcm ; whether 
the remuneration should be by time or by the piece*, 
and undei what conditions, at what rates and with what 
allowances ; and perhaps where it prevailed most 
severely criticized of all, but by no means univcrsallA 
existing — what amount of output by each operative* 
should be considered a fair day’s work, not to be con- 
siderably exceeded under pemaltN^ot the serious displeasure 
of the workshoi). 

This woll-nanucl ‘‘ network ” had to he broken 
through in order that our very existenee as a 
nation might be preserved by making our industry 
productive up to the full extent of its powers. 
But if all are agreed tliat a certain system had to 
be abrogated in order to obtain maximum effieiene^ , 
this is but another way of admitting that that 
system had hitherto been an obstacle in the way 
of such maximum efficiency. Under temporary 
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prossTire the system was abandoned, and the 
policy reversed. I wish 1 coukl tbiiiK tliat it 
had been definitely repented of for the permaiuMit 
future welfare of the land. But of this then' can 
be no ])ossiblc doubt: — We have here a definite 
admission dhat the Union rules and prnetiees before 
the war had been restricting production ; whence 
it follows that those same lailes and practices, if 
restored in their cntirct\'. wouhl again residt in 
similar restriction. But here the Unions, eitlier 
from ignorance or from contempt of economic 
law, have been working all against tlieir own 
interests, as well as against the inten'sts of the 
community as a whole. For if there is au^'thing 
in which tlie chain <;f (‘conoinic cause and effect is 
definite and clear, it is the connect ion between pro- 
ductiveness and Av'^ages. Restriction of pioduction 
means a smaller su])plv ; a smaller s\ij)ply nu'ans a 
dearer commodity a dc'arer comnif)dit means a 
smaller demand ; a smaller demand for a com- 
modity means f('W('r labourers employc'd to make 
it ; few'cr labourers e)n])loy('d nu'aJis lower wages all 
round. The restriction policy is at once flisastrous 
for the nation and suicidal lor the men, who are 
thus “ sawing off the branch they arc sitting on.” 
And yet the abrogation of these restrictiv'e regu- 
lations and practice's, — regulations and juactices 
by wdiich none sulTcred more instantly and severel\' 
than the labourers themselves, - is described in tlu' 
current language of the industrial world as “ labour’s 
sacrifice.” Yet the result is less to divide between 
labour and capital. Both labour and capital get 
less ; whilst the consumer, not party to the dispute 
and usually knowing nothing of the cause, finds 
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himscJf established as slcc2)ing jiartiier in the loss. 
A blunrlor worse than a crime. 

Nevertheless th<‘ CTOvernment })ledgc was given 
— a 2)ledge of fall and complete restoration — a 
pledge absolute and iiiieonditional, without any 
reservation whatever. And at ju'csent the Unions 
seem inclined to demand eomidete redemption of 
the 2)ledge, e.v they han <t yerfed ritjhl to do. No 
advantage can b«* gained by any flisjmte or denial 
of their rights in the matter. 'Phe wdsdom of 
giving the ])ledg{' in th<' first instanci' is not now 
the ])oint. It was given ; and the Unions, as 
])owerftd noAV as they have (“ver been, claim its 
red«'mption. Their pow'er, if in this direction 
exerted to the full, will make things bad for the 
Government in Uie [wesent, and worse for the 
workers in the luturc', unless on both sides Avisi' 
counsels can la* made to juwail. There is an old 
story of a (’ambridge e.xaminee who was asked 
what W'ould ha 2 )peu if an irresistible force impinged 
on an immovable mass, and whose rejdy was 
“ Almighty smash.” Some way must be found 
to avoifl this result in the world of industry. 

It must be observed that’ll is not only the 
jiowers and rights of the Unions that are to be 
restored ; it is also the “ iiractices ” ; practices 
described by Mr. Lloyd George' in the House ol 
(/Oinnions as “ practices that interfere with the' 
increase ol the output.” So that the Govern- 
ment stands ])Iedgcd to restore, and when restored 
to acceiit, the princijile of “ (V canny.” 

But there are difficidties, many and great, in the 
way of the restoration, not only of these special 
powers and iiractices of the Unions, but of peace 
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conditions jj;encrallv for our industries. Sonio- 
tliing like fiv(' millions of lucu have to be brought 
i)ack from war to civil em])lo3’nuMit ; and the 
mere maguitudc' of the lu'oblem may well give 
pause to any but supc'rfieial thinkers. Tlie first 
necessity Inay well be considered to be that of 
a clear and well-thought-out ])rogram of industrial 
renewal. The first care should be to restore our 
coal, since this is the ultimate (‘ssential of all our 
industries. Ifere the danger of strike's seems 
greater than elsewhei'e, not oiily on account of 
their probability, and their severity when they 
occur, as indicated by previous experience, but 
also leeeause of the wide disturbance they evoke 
in the industrial world whenever they actually 
hai)pen. Next, and indeed coincidentally v\ith 
our coal, should come tlu' (piestion of trans))ort. 
One would fain be si)aring of ciitieism of those 
who have had to contrive as lu'st tlu'v might for 
the needs of the greatest war in history ; but the 
(lovernment control of this vast intt'rcst has had 
a record the reverse of cheerful. Ouj' railways, 
ve are told, are to be taken over by the Oovern- 
ment. It is to be ho))cd that competent business 
men and methods will be taken over with them. 
Shij)ping has been controlled ; and tlu' continuance 
of the control is the subject of almost daily pro- 
tests, not, be it observed, by “ doctrinaire econo- 
mists ” like myself, but by authorities like Lord 
fnchcape, who may be allowed to know about 
htu])ping most of w'hat is worth knowing. Within 
Britain itself there will be much room for the 
develojJincnt of canal transport, so foolishly 
neglected in the past while railw ays seemed to 
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rondor them superfluous, but which now must 
certainly be prayed in aid of our heavj* traffic 
if we are to avoid a serioun amount of stagnation 
in respect of heav\ goods. Such development 
must needs Ix' a somewhat slow process ; but 
some (Tovcrnment financial aid at an early date 
would be uiseU' afforded to an undertaking highly 
productive and even necessary in itself, and the 
oeeasion of much employment for the kind of 
unskilled labour whos(‘ r<‘storation to peaceful 
industry is likely to present some special difficulties. 

Th(‘ great diffieulty about the women who 
have taken the ])Iaees of the men, now that the 
men are coming back, is one with which J will 
presently deal more fully. l'\n* the prestnit we 
need only jemark that this is one of the many 
ways in which labour has been “ diluted,” mam 
women and some unskilled men having been put 
on to do uork which has hitherto, under the Trade 
Union rules aforesaid, been a monopoly of skilled 
workers, who are now coming back. But here, 
as we shall soon see, the restoration of the Union 
rules would involve a waste of skill the w’orsl 
possible form of waste. 

Other difficult questions will, there is little 
doubt, arise as the use ot automatic machinery, 
and the standardization of “ parts,” leading to long 
runs of repetitional production. These methods of 
production have met with much opposition from 
workmen in Etigland, though the men of the United 
States seem to have willingly accepted them. 

Again, much machinery has been converted 
from the purposes of j)eace to those of war. And 
in many cases it can hardly be converted back 
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again ; indeed, a good deal of it has been worn 
out in war service. 

Nor will the rotiiruing labourers llieniseJv('S fail 
to bring with them jjroblein.s of their own. There 
must be not a few of whom it is iiuhaj)i)ilv true 
that they were never so well off during the ])caceful 
])ortion of their lives as they h.ive been during 
their service in the army. Such men will display 
little eagerness to resume tlie hardships and pre- 
cariousness of the casual laboun'r’s lile ; and the 
country’s debt to men who in risking their liv<*s 
have risked all they had will r('nder unthinkable 
the neglect of their claim to something better than 
their former state. And as this dilliculty ai)])ears 
in one form in the eas(‘ ol the i‘(*lurning unskilled 
labourer, so the correlative form ol the same 
difficulty appears in respect of the juvenile munition 
worker who for the last four years has been doing 
(piite ;mskillcd and mechanical work in a munition 
factory, and who now' finds himself at the end of 
a “blind alley” ocen])ation, without acapiired 
skill, and with no ju’ospect of definite employment. 
Unless care be taken to .sceun' for such workers 
])roper instruction in some fitting oceu])ation, the 
disbanding of these factories will involve the 
addition to the total of the unemployed of a large 
class of the ill-equipped. Such men, as they pass 
into adult life, and still more in juiddle age, come 
under the head of ‘‘ deserving cases ” ; probably 
the most hoi)cless of human })ositions. 

Once more, then, we find ourselves uj) against 
the fundamental dilemma of the position— if we 
ao back to the pre-war conditions we face the 
coming fierce com2)ctition of the world’s Industrie's 
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with our hands tied ; and if avo do not go back, 
the Unions will consider thenisclvcs bctravod. 
And what exactly is the posilioji to wliicli vv(‘ 
should return ? For obvious reasons I prefer, 
rather than to give a statement of my own, to 
quote the following aceouiit from a writer whosc^ 
competence will hardly be questioned amongst 
the advocates of labour i)oliey. Mr. Sidney Webb, 
in the work I have already quoted, thus describes 
the extent of the changes that would be involved 
in a complete return to pre-Avar conditions - 

To lake only one instance, the restoration of ‘'‘the 
practice in our workshops, shijiyards, and other 

industries ” would involve, in the case of the xXnialgamated 
Society of Kngineeis alone, and conlining ourselves for 
the luoiiicnt to the evidcuiee of the ])rintcd rules, agrc*(* 
inents, awards, and declarations of (‘inpl(\>ers and eni 
ployers' associations which are in the ])ossession of tlu^ 
Trade Union, (1) the exclusion of all the women, un- 
apprentieed men, men from other* crafts, labourers, and 
in many factories also the non-unionists, from all slrieth 
engineering work ; (2) the total aliolition of “ dilution 
and team-w^ork in all ils forms ; (3) either the sera])ping ot 
the many millions of pounds' worth of new automatic 
machines, or their manning, e\eii when they were used foi 
simple ojjcrations, exelubi\(*ly iTy skilled engineers at the 
old standard rates ; (J) the aliandonnumt of any form 

of “ seientitic managemenl " wdierever it has been intro 
diiccd ; (i5) in nearly all establishments the abolition ot 
piecework or bonus systems of remuneration, where the> 
have been newly ado|)ted, and a resinnption of the old 
weekly standard rates ; and, in short, (($) a return to tin* 
arrangement under whieh a skilled mechanic, attendini* 
to a single machine, occujuihI exclusively with a single 
job, did it from start to iinish at a fixed weekly wagi‘ 
Moreover, it must be remem])ered that it was, in addi 
tion, particularly the unwTitten usage of a customaiw 
limitation of individual output tliat the emj)loyers and 
the Government were anxious to get abrogated ; and 
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this, too, would have to be reinstated and permitted, 
as part of the practice of the workshop, practically 
Avherevcr the workmen chose. Other Trade Unions are 
in a position to prove their " pre-war conditions ” on 
similar lines. 

Reading this account of the conditions under 
uhich one of our greatest industries lived and 
moved and liatl its being before tlie war, eon- 
(litions to which tlie nation is invited, and the 
CJoverninent is pledged, to return, we may well 
accept Mr. Webb’s own declaration that “ no 
(h)vernment coidd insist on carrying out the pledge ; 
and that, in s])ile of its plighted troth, no (Jovern- 
ment will try.” 

The cnuiueration in the above-tiuoted extract 
will .serve to guide us in the consideration, seriatim, 
of some of the more important items in the retro- 
gi'('S(,ive changes to which W(‘ are thus summoned. 
And among them there is none more imimrtant 
or more dillieidt than the first — the exclusion of 
all the women. This subject is of sufficient magni- 
tude' to warrant a digre.ssion to itself. 

The War aud the Woman Question. 

'Phe question of the position ot women in society 
gc'uerally, and in the industries of society in |)arti- 
l ular, is a very old one. In ancient as in modern 
time's it has be'cn a w^ar e}t ide'als. And in ancient 
as in modern times, a el va need thought has ever 
pleaded for the admissieen of women to a full 
participation in social functions. The women of 
die “ (xuardian ” class in the Platonic ideal state 
«ere to ujidergo the same education, and were 
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thus to be fitted for the same functions, as the men. 
Here again too we see the fundamental opposition 
between tlie ld('als of the East and the West. 
The Spartan women bad a degree of liberty and 
influence quite puzzling to their sisters of the East. 
Said the Easti'rn woman to Gorgo, wife of Leonidas, 
“ How is it that the S])artan women alone rule 
the men V ” and received the famous answer, 
“The Spartan A\onien alone are the mothers of 
men.” 

In (luile archaic time.s woman is com palled to 
do all the work; modern woman wants to do 
some of the work. She claims that the whole 
field of industry be open to her. Nor is it any 
answer tliat there is some of that field for which 
she is unfit. So am 1. 

Archaic woman omerges into the mediaeval 
woman, witli an ideal ot com])lete subjection. If 
she was to heha\e really prettily, it was on the 
model ot the good lit! le children of o\ir grandfathers’ 
time, A\ho wctc to be “ seen biit not heard.” Ghaucer 
paints her likeness in the “ Patient Giizel ” ; 
and the sajue idi'al w'as so lai-^ti’om passing awa^ 
that we have the portrait re])roduced with little 
change in ’renny^oii’s (lerainf and Knid. For 
the girl, the lingers siiould be never at rest and 
the brain never al work. To seek marriage was 
immodest ; to tail to find it unwomanly. Beauty 
was her chief ])osst'ssion, the only one worth talking 
about; but, with the tragic tread of time that 
beauty was ever chief mourner at its own dail.V 
funeral. Gliarming, but helpless ; and as soon 
as helpfid, no longer charming. For the wife, too 
often a life of doing lier poor best with her limited 
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knowledge of domestic arts, in daily dread of a 
penurious widowhood. But just because no ideal 
that is really lived up to can be wholly contemptible, 
we must be just to this ideal too. It gave the 
mothers time for their children ; let the middle- 
aged of this generation never forget to be grateful 
tor the love that did the rest. 

About tlie third (juarter of the nineteentli cen- 
tury this ideal is beginning to break down. Access 
to industry is claimed. The Universily of London, 
my own University, 1 am ]>roud to say, opened 
its degrees to women in 1878; and the fight ivas 
won. Nothing remained or remains but to elear 
a few lingering irrceoncilables out of their tlug-outs. 

To the change women have made out their 
right. Not only in nui'sing, though none of either 
sex have exceeded tlu' steadfast heroism of many 
of our nurses. But every w'omaii tram-conductor 
released a man for tin' front. And the claim of 
the women now is eolleetively unanswerable. 

It is hard to say how far the war has increased 
the number of earning women. Up to well on 
in 1915 there was serious danger of unemploy- 
ment amongst women ; but here again a vast 
change, this time* a s|)e('dy one, was brought about ; 
and the dillieulty became rather to find sutficient 
workers than sufficient work. And it matters 
little to the conditions ot the present problem 
w’hether the thousands who are now visibly em- 
ployed within range of the jiublie eye were doing 
something or nothing before the war. For this 
is certain — they have little intention of doing 
nothing in future. Can they be sent back to the 
occupations or the idleiu'ss w hence they came ? 
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They must be, if the Government is to redeem 
its promise in full. B\it we need have little hesi- 
tation in saying that they cannot be ; and that, 
with the women’s vote in full operation, no 
Government will try. In railways, banks, shops, 
and juany machine-worked trades, they have now 
a footing which they intend to kee)>. And their 
undeniable effieieney stands in the way of getting 
them out. 

But with the men wanting to return w'ill not 
the w’omen seek to retain their jdaees by an offer 
to aeee])t lower wages than the men w'cre earning 
in the old da.\'s ? In view of tins sugg(‘stion 
various ])roposals have been made : — 

1. Tliat tJie women sJiould be enrolled in the 
appropriate unions ; not in unions of their own, 
])ut in the men’s unions ]»resently existing. But 
it is by no means eertain that the w'omen will 
w'ish to be so enrolled ; and an attem])t to force 
them into these unions against their will will 
precipitate that man versus wmman struggle which 
it is so obviously desirable to avoid. Ihwednre in 
this respect must therefore be Jboth tentative and 
cautious. 

2. That th(‘ I’nions should insist on “the sajiu' 
pay for the sanu' work.” But here wh' meet the 
diffietdty that no agrees! definition has as yi't 
been arrived cit of the meaning ot the “same” 
w'ork. If it means crudely the same time wages, 
the same wage ])er wa'ck, this is only a somr'what 
underhand way of shunting the women. For 
estimates in such cases go by averages ; and on* 
the average the woman’s work is not quite so 
profitable, on the basis of the weekly wage, as th<‘ 
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man’s. The woman is more often ill. She cannot 
be called upon, in time of emergency, for over- 
time in the same way as the man. It will have to 
be equal pay for equal product, or per unit of 
product, if the women are not to find themselves 
gradually ousted. 

,3. Another suggestion is that tlie women should 
be displaced on the return of the men, but that 
they should be guaranteed employment. But all 
experience is against the possibility of redeeming 
any such guarantee. They iniglxt indeed be guar- 
anteed maintenane<', if the state is prepared to 
taee the cost. But employment, in tbe economic 
sense of work which, in terms of production, shall 
be worth its wage, is a thing which Government 
ma_>' indeed do much to promote, brxt which no 
Government can guai’antee. So we shall have 
to see whether the women’s employment will 
menace the standard rates of pay, or whether 
the standard I'ates of [xay will menace the women’s 
employment. 

+. It would seem therefore that the problem, if 
it is to be tackled successfully, must be* approached 
indirectly. If the men return from the front to 
find themselve'i iimunployed, while the women are 
retained in the* berths the men occupied before 
the war, there will be trouble. So the first step 
must b(‘ to prevent this unem))loyment, as far 
as possible, by an improved organization of the 
demand for labour. A carefidly considered pro- 
gram of the order in which Government work, 
necessary in itself, but adjustable in sequence, 
•shall be undertaken, would go a long way to 
obviate the fatal irregularity which results from 

14 
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a period of hustle followed by another of stag- 
nation. And this first step being taken, the seeond 
need not, I think, be the heroic one of a national 
wage minimum, or standard wage, fixed by statute. 
Such a statute would almost certainly increase 
unemployment. But we might arrive at, and then 
sanction, a carefully ascertained ratio between the 
wages ot men and of women in <'aeh industry. 
'Fhe nucleus of tlu' machinery for the consideralion 
and ascertain inent of such a ratio is ready to our 
hand in our presently existing Trade Boards. 
And with that suggestion we leave the ([uestion 
of women’s work as affected by the war, and 
return to the main line of our argument. 

Reverting to Mr. Webb’s enumeration of tlu' 
pre-war regulations of the great I’nion w’hose 
])ractice he describes, we note that it i^ not onl\ 
the women but aLo considerable classes of men 
who arc to be “ excluded.” One cannot hcl]) 
remarking in passing that it has been a grievance 
emjjhatically pressed amongst the more socialist 
advocates of an advanced laliour ))olicy, tliat tin 
labourer had to a])ply to the capitalist for “ leave 
to earn .a living.” But such n'gulations show 
that it is not to the capitalist that the labourer has 
to apply. Unless the labouriw api)li(\s to the 
Union, and moreover, assents to tl e condition^ 
the Union will impose before the leave is forth- 
coming, he will find himself “ excluded,” no matter 
how willing the capitalist may be to engage him. 
Nor docs the control end there. Nven when h(' 
has complied with the Union conditions, and got 
the job, he must still walk circumspectly within 
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the regulations, or the leave will bo withdrawn, 
and the job be lost. And this power to visit 
with a kind of industrial capital sentence any 
deviation from the Union rules and ])racticcs 
stands legalized by the decision in the case of 
Allen V. Flood, in 1S97. In this case. Flood and 
Ta^’lor, shii)wrights, expert artisans of excellent 
character, wei’c employed by the (.lilcngall Iron 
('om})any. Their dismissal was demandc'd by the 
Independent Society of Boilinanakers and li'on 
and St('el Shipbuilders, on the sole ground that 
they W('re worki-rs in both wood and iron. Allen, 
tlx* London delegate of the Union, admitted that 
there was no s[)ecial ill-feeling against (nther the 
men or their employers, but stated that the Ihiion 
Avas determined to prevent men from working in 
both Avood and iron, and he threatemed a strike* 
if these men were not dismissed. They aa’ci’c dis- 
missed, and brought an action against Allen for 
damages, Avhich they obtained. Allen appealed, 
and the decision AA'as upheld. Allen then took a 
Imther appeal to the House* e)f Leaels. 'I'he ease* 
was argued twice; and the* se*e;onel time the Law 
Lords calk'd in eight judge*s te) assist with tlmir 
etpinietn and aelvise on epiestiems e>f law. Of the* 
•'ight, six agreed Avith the* Courts Im'Ioav, and tAve) 
'iiiel that there aaus ne) ease* te> gee te) a jury. The* 
LaAv Lorels e*onsidei*ed fen* six nie)nths ; and on 
Oecembc'r 14, 1897, gave judgmc*nt, reve*rsing the 
jndgmejit of the Courts beloAv. The* re*.sidt e)f this 
tilled juelgnu'nt Avas that when an actiem is JaAvful 
in itself the motive* Avith Avhieh it is done eleies neit 
matter. To ineluee a master not to employ a 
'■servant docs not give that se'rvant a right of 
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action. Thus it is within the legal powers of a 
Union to demand the dismissal of any workman 
who is for any reason obnoxious to their I'egu- 
lations or who fails in eompliajiee with their prac- 
tices. But there can be little doubt that this is 
one of the ])owers ot the Unions which for th(‘ 
future, and in the interests of high jH’odiudiveness, 
will have to be abandoned. It must cease to be 
necessarv to apply to the Unions for leave to earn 
a living. 

A third point in the enuineration as staled b_\ 
Mi‘. Webb concerns laboiu-saA ing and automatic 
niachiner\, and what is knowm as “ Seientifii* 
Management.” Here w’^e come across a difference 
between the views held by British and American 
workmen, i)reseniing a contrast which w(‘ mu>st 
regri'tfully admit to be not very confirmatory of 
the superiority of British industrial intelligonce. 
Automatic machinery, worked b^ a simple machine- 
tender, would not have been allow'^ed before the 
war ; will not be allowed, if the rules are to be 
restored in strict compliance with the (Government 
pledge. But Mr. (Gompers, lu'ad ol the Uiuted 
States Kederation ot Jjabour, is rejiorted to have 
said, si)caking in -lune 1917 : 

\Vc arc not going to have the tiouble Jiorc that Britain 
had with restriction ot production. There has not been 
any restriction of output for over thirty years in America 
We in the United States have followed an entirely different 
policy. We say to the enijiloycrs, “ Bring in all the 
improved machinery and new tools that you can find. 
We will help to improve them still further and we will 
get the utmost product out of them, but what we insist 
on is the limitation of the hours of labour for the individual 
to eight per day.” 
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I have borrowed this quotatiou from a most 
interesting article in the Nineiernth Century for 
November 1918, on “ Our true Wealth and the 
War Debt ” by IMr. Ellis Barker. T have the 
}nore pleasure in acknowledging the interest and 
j)ower of this article in that Air. Ellis Barker holds 
some economic opinions which 1 am unable to 
share. Of still grc'ater interest is a letter sent to 
Mr. Barker bv Mr. F. W. Taylor, the well-known 
American advocate of the s\sten\ of scientific 
management, from which letter I take the liberty 
of extracting the following passage : - 

« To illustrate the ro&trietiou of output, we had in our 
works ft locomotive and ear wheel tyre rolling inachin<% 
Avhich was bought fj*oni Tangye Brothers in England, 
and all tlie apparatus eonneeted with this maehine eame 
from England. We had a splendid set of English work- 
men -that is, they were fine fellows, and W(‘re v(Ty skilled 
wwkers and 23ersonally not lazy or slnfth^ss — to run this 
machine. And yet, alter working at it foj- three or four 
years, they refused to turn out more than fifteen tyi*es 
per day. We called th(*ir attention over and over again 
to the fact that at tliis rate of ])roduetion Ave were making 
no profit whatev(‘j* : tliat it was aljsolutely necessary 
to increase the production ol this maeliine. All of our 
persuasion and all of our talk was of no avail w^hatever, 
and w^e were finally obliged to discharge the whole lot 
of them, to get eA ct y man outside of the Avorks, and our- 
selves to train in an entirely iicaa and green set of American 
A\orkmen, AAho had neA-er seen a machine of this sort. 
Within three months after training tliem in, Ave liad 
inert^ased the output from lifteen to twenty-five t^res 
a day, and this out])ut A\ent on, right on the same machine, 
increasing, until, three or four years later, aac had an 
output of 150 tyres a day. 

The great obstacle Avhich you haA^c to overcome in Eng- 
land is not the unwillingness of the manufacturers to use 
modern machinery, but the unAvillingness of your workmen 
to properly use modern machinery after if is installed. 



198 ECONOMIC FOUNDATIONS OF RECONSTRUCTION 


TJiis remarkable illustration is nsed by Mr. Taylor 
lo enforce the point stated in an earlier passage 
of the same letter, thus : 

No amount of readjustment of the joint reward of 
labour and ea])ital can make the English working men 
materially better off. Their only hope lies in an increase 
in indi\i(hial output throughout the country. 

VVe are often asked why it is that America, a 
protectionist country, has prosj)ered so well under 
that system. Mr. Taylor’s letter su])plics one of 
the main' answers Men who liold, and live up 
to, these ideas of production can afford expensive 
luxuries. 

Thus everything points to iueieasc'd efficiency as 
the only solution <ff‘ the indusirial [iroblems with 
which llritain, now that the war is over, will find 
herself confronted. To this end there will have 
to be, not a diminislied, but a greatly inci'eased 
application of labour-saving machinery. Th<* 
workers must somehow' be brought to s('(> that 
this does not mean loss of employment for their 
class, ff’he consequent greatei* production means 
the possibility of greater savings ; the increase of 
savings means more capital ; more capital means 
more employment for the w'orkers, not less. Then' 
may be some hard transitional cases ; but these* 
must be ])rovided for liberally, but separately, 
and not to the sacrifice of the advance in the 
productiveness of the community. 

Again, all waste of skill must cease. The Unions 
will be driven, not by statute, not by capitalists, 
but willingly, in pursuit of their own interests, to 
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nholish all Task Demarcation, and Craft Mono- 
polies. This is the real problem of the “ Dihition 
of Labour.” Hitherto, certain kinds of work have 
been classed as “ skilled,” and tlie unskilled man 
was not alIow('d to take on such work, on pain 
of a strike' if he did. But this is illogical on the 
jace of it ; for if an unskilk'd man can do it, and 
do it welt, it is not a skilled man’s job. And tlie 
|)oint, from the aspect of i)rodiictivenes.s, is that 
i( a really skilled man insists on doing this job, he 
is wasting his skill during ever}' minute that he 
occupies in doing it. We mu.st hope to see the 
real dignity of skill maintained ; the craftsman’s 
pride in his craft developed and enforced. In 
future, instead of the skilled man objecting to an 
unskilled man being put on to do a job which he, 
the skilh'd man, has hitherto done, and in the 
(loiinr of ^^hieh there has been a sipiandering of 
the noblest ])atrimony of the craftsman, the 
dextf'iit} of his hands, he must resent the shame 
put upon bis skill if he is called upon to do any 
job which the unskilled man can do, and which 
is therein and thereby shown to be unworthy of 
liis high craftsmanship. 

It then, ('fhciency, and more edieieney, and ever 
more efficiency, is to be the solution of our post- 
war problems, can we bring it about that the 
organization of each and every factory and work- 
shop can be so improved as to largely increase 
the proportion of satisfaction to effort ? Jt is 
alh'ged that such change can be brought about 
b}' the adoption of that Scientific Management 
''Inch is being widely adopted in America. What 
does Scientific Management mean ? 



200 ECONOMIC POTjTNDATIONS OF RECONSTRUCTION 


In the year 1910 eertain railways in America 
claimed to raise their freight -rates on the groiind 
of raised wages. Mr. L. T). Jlrandeis, solicitor for 
the merchants concerned, set np the plea that if 
the railways would go in for ta more scientific 
management they could j)ay high wages consist- 
ently with a low cost of labour. He called his 
witnesses together, and instructed them all to 
apply the same name to the system of manage- 
ment to which this ph'a referred ; and the phrase 
selected was “ Scientific Management.” 

The apostle of the movement Mas Mr. F. W. 
Taylor, whose letter to Mr. Fllis Harkcr is referred 
to above ; and the origin and early development 
of the idea were entirely American. Mr. Taylor 
saw that piece-wages did not get the best out ot 
the men, as they were afraid of a cut in the wage- 
rates. And th(‘ diflieulty was to find out what 
really was a good day’s work — A\hat a man eoidd 
fairly be ex])ected to do. Having found wdiat 
this fair maximum was, the next thing was to 
get it out of the men, “ b> pushing from beneath 
and alluring from above*.” To this eiid he adopted 
the “ differential rate*,” by w'hich a low rnie is ])aid 
for a small output, an<l a high rate for a large 
output. This differential rate afterw^ards gave 
place to the Bonus system introduced by IMr. 
H. L. Gantt ; but as the economic principle in- 
volved is the same in both methods, i jiropose 
here to deal with the differential rate only'^, as the* 
simjiJcst w'ay of explaining the princijile which 
lies at the root of the system aa hat ever its details 
may be. 

The plan is to establish a wage system which 



LECTURE VII 


2M 

shall operate as an induccmciit towarils uiaxinmm 
productiveness. Starting from the fact that a 
simple day-Avage docs not obtain from the men 
their best work, either in (juantity or quality, the 
first remedy tried was the adoption of ])ieec rates. 
But the “ straight piece-rate system ” leads almost 
inevitably to tlie cutting of the rates. This cutting 
is not ahvays the employer’s fault ; he often can 
hardly do otherwise. And this is because, when 
he sets the })iece-rate he does not realJ,7 know what 
the fair price is, as he has never had a really ener- 
getic day’s work done for him by which to set uj) 
a standard. So that if a clever workman begins 
to earn six or seven times as n\iieh as he itsed to 
do for a day’s work, the compc'tition of other 
employers will compel a cutting of the rate. And 
to prevent this the workmen will hav(' their earn- 
ings limited by their llnion, f«>i’ fear that, if the 
best of them work too well, the rest Avill have their 
|)iece-i’ate cut against them. 

Profit-sharing is but little better. First because 
it may arise from good management with wdiich 
the men have nothing to do ; or it may be nullified 
— there being no surplus profit to share— oAving to 
bad management which the imm cannot prcA'^ent. 
Also, it is demoralizing, beeaus(‘ the lazy partici- 
pate in the advantages earned by the <mergetie. 

Ho the plan of scientific management is in the 
first place to ascertain exactly what the jirojier 
day’s result should be, to induce cA’^eiy man to 
work up to this proper da^’s result, and to penalize 
those wdio fail to reach it by gh'ing them a smaller 
rate per piece or, what is a later form of the same 
thing, by giving a bonus to all wdio do reach the 
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standard. Thus every man who is emi^loyed at all 
is guaranteed a day’s wage no mailer how small 
his output ; and as soon as he turns out ever so 
little above the daily minimum his pieee-rate 
begins to rise, and flireell\' he reaehes the full 
standard he gets th»' bonus at a jump : while if 
he ])asses the standard he gets a ])iece-rate which 
diminishes as the additional output uiereases. 
The scheme lends itself well to diagrammatic 
re]jresentntion, as thus : 

In the annexed figure we measure (|uantity of 
out])ut in the direction O Q, and the pieee-rate 
per unit of produce along O F. O a ( (“presents the 
daily minimum, and this is paid at the rate O /■,. 
So that a man who gc'ts through only the amount 
O a receives in wage aii amount r<'presented In' 
the r(‘ctangle O A, a man who does Ix'tter than 
this, but still falls short of the standard, makt's 
a (juantity, say, O b, and is j)aid at t* r, ])er jnece. 
receiving a wage O H. The pcTformanee of a man 
Avho reaches the standard is slnnMi at O e, and he 
is ])aid O (*, plus a bonus O' (". or 0 C in all. The 
line A f* shows how the piece-rate climbs as the 
product increases. But as it is no part of the 
.«ch(‘me that a man should ti'ar himself to pieces 
in pursuit of higher (‘arnings, the piece-rate 
diminish.'"^ again after the standard is passed, as 
shown by the falling curve (!' D. 

We have, then, first, to find out exactly ho\.' 
long it shoidd take a man to do this ])articular 
job. This is done by what they '“all “ ('lementavy 
time study,” not at all a go(jd nanu', because what 
is meant is not bj- any means an elementary studv. 
for it is the study of the time that should be taken 
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by uaeh ultimalc “element” or minutest portion 
ot cacli jnirticular job. Mieh portions bcinp; very 
small, and the time for eaeh being taken by a 
stop-Avateh. Thib enables a rate to be fixed aecur- 



Od . OC' + cD ■= 515 

Reckoning tn Pennies - OA *■ 5/^ 

OB - 70/7 

OC = 18/9 7/6 * 26/3 

ately before the job is begun ; and rates so fixed 
'A ill never need to be cut. So that it is h(*ld that 
elementary time study is the key to the solution 
of the wages problem, and that the wages problem 
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once solved, the difiiculty to maximiini pro- 
duction will solve itself. 

Bill how to soenre tliat iJiis elementarv time 
study shall have a ehanee to reveal the true miui- 
imim time in which a job can be done ? This is 
only j)ossibl(* uluni th^ itielhodn of woik have been 
improved and syst('matized. Every detail iii the 
running of the shop has been investigated and 
brought u]) to date, sf) that all ecjuipment shall 
be of the best. And then the eourse of the woi'k 
is planned out with the utmost care bj'^ “ rouliny," 
so as to decide exactly irhere the uork shall be 
done, and by ■srlmhilivy ” to decide it 

shall b(* done. Thiiv in each job neither time nor 
space is being lost, fu some trades, such as those 
dealing with th<' cutting of metals, there arc* 
“ Tnstruetioii Cards” i.ssued to the men. These 
are made out in the Planning De])artment, giving 
the workman instruelions as to the tool, the speed, 
the feed, etc., to be used. 

But the nudhod has becMi carried further than 
this. “ .stiifh/" has been undertaken; and 

th(‘ exact “ best way ” of handling such work as 
shovelling and bricklaying has been investigated, 
the motions most econoinie of energy selected, 
and others eliminated, and {)ropei’ periods of rest 
• interspersed ; the object of the investigation being 
to minimize muscular strain, and utilize energy 
to the utmost. As aix instance of the improve- 
ment that this can effect, some pig-iron loaders 
thus raised their daily yield of work per man from 
122 BliI such a change cannot be 

brought about without f<e1ection of workmen, which 
is another feature of the system. Much organiza- 
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tion is also involved, giving rise to what is called 
“ Functional Management,'^ this being in fact a 
high dovelopiuent of division of labour, where 
the management in, e.g., a metal shop is divided 
out betw'eeii no less than eight “ bosses,” four in 
the shop, and four in the j)lanniug I’oom. 

With various modifications the system thus 
described has been a])])lie<l to about fifty-two 
industries in the Ihiited States up to 1915 ; and 
upon many other iiulustries the system has exerted 
some influenee, nion' or less indirect. 

What can th( .'ijj.'tlem do? It all rests on an 
accurate study of unit (iines, leading to the setting 
of the proper task, so as to minimize friction and 
w'aste of ciKTgy. It is best fitted to undertakings 
of large size, where the jobs aie similar and them- 
selves of large siz('. Tools and ecpiipment must 
he of the best, and standardized. Routing, sehed- 
iding, and dispatching, nuiy by themselves increase 
productivity by 30 or 40 %. In cotton the results 
in America jdelded an increase of 30 % in w'ages. 
The average (piantily of pig iron handled per 
individual inerc'ased by 380 And so on for 
other results, ('(“rtain it is that theiv are many 
men glad to do more work for the ('xtra 30 or 
more per cent, of wages; and the fact that the 
employers are willing to pay this extra wag(“ 
shows that the men become, by rc'ason of their 
iiiereased productiveness, well worth the advance. 
Rut there is another side to this “speeding up” 
to which we will ad\('rt later. 

Will the >sysicm aolve the strike problem ? Where 
does the Trade Union come in V 

It is urged in favour (;f the systejn that harmony 
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has taken the place of antagonism, and that the 
surplus will become so great that wages, hours, 
and tasks being settled by science instead of by 
war, there will be no need to quarrel over the 
only remaining source of dispute, viz. the division 
of the profits. 

So that it is held that Seieiitific Mauagenient 
will do for th(‘ workmen all the good that the 
Unions can do lor them, and will prevent those 
Unions doing the greatest harm they can do, 
namely, 1)3’ limiting the output. The argument 
resolves itself roughlv into this -that the SeicMitilie 
Manag<'ment aims to solv<‘ tin' wages problem 1)\' 
producing more, and the Unions by prodiicing Ze,s.s. 

But organized Labour has vithont doid)t in- 
creased in its opposition, .Scientific Aranagement 
Avill not, it seems. fvdl 3 '^ take tin' plac( of the (V)l- 
lective Bargain. It has still to stand impiirv on 
the following four main points (cf. the Labour 
Year Book for 1916, pp. 251 el f^eq.) : 

(1) Whether the ruh* in an 3 ’ given case is to 
result from natural law, or to depend on tin' 
emplo 3 'er’s conception of fah'uess in the absence 
of the democratic safeguards of tin' worker. 

(2) Whether the woj'ker is to have his |)rid(' in 
his work increased by taking ])ride in the ctliciene 3 
of the whole concern and b 3 ' increasc'fl rewaj'd 
for increased output, or whether, b\' making 
him follou definite instruction cards, etc., it 
deprives him of thought, initiative, and jo 3 ' in his 
work. 

(3) Whether the task-setting is sufficientl 3 ’ sound 
and general to j)rocure a better adaptation of the 
work to the individiial, or whether it is simpl 3 '^ a 
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form of speeding up, leading to over-work with 
all its evil consequences. 

(4) Whether the traditional knowledge and skill 
of the worker, transferred to the management of 
the concern, will not increase the tendency to 
specialization in its extreme forms. 

On some of these poijits the American experience 
seems to throw light. Tliere have been many 
independent inquiri<'s, hut no evidence of over- 
work. The monotony of work seems to be lessened, 
on tlie whole. Wngtfi have certainly been increased ; 
and if the system greatly increases output, the 
workman’s chief benefit will lie in cheaper cnm~ 
mncUHefi. But on the actual question of the 
division of profits it is doubtful w’hethcr the system 
will have anything to offer better than other 
syrtems. The great feature* in its professed aims 
is t (Jiciency rather than .strain ; and, directly or 
indirectly, tlu're can be little doubt but that 
industry is moving on the whole, albeit slowly, 
on the way tow'ards scientific management. 

That there may still be left op])ortunities for 
difference of opinion is thus .seen to be only too 
probable. How' these differences may arise, and 
in some sense how they may po.ssibly be met, vv(' 
will try to discover in our next lecture. For the 
present, as we look back over the tlifficuUies we 
have considered, and the remedies we have sug- 
gested, as being at k'ast w'orthy of careful estim- 
ation, we find in most cases that it is not on statute 
or regulation that we fix the gaze of hope, but 
rather on a development of mind, and a wider 
outlook on the facts of our industrial life. To 
make at smaller sacrifice more things for the 
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greater satisiaction of ever-growing human wants 
must be recognized as at once the common object 
and the mutual interest ol capital and labour. 
Employers must try to realize that every movement 
towards betterness for their employes is to their 
own idtimate interests as well. Labour must 
learn to t(el itself honourably concerned in the 
success ol tlu' great complex of our industrial 
system, b,\ elimination ot all possible sources of 
waste, and In .idoption ot the best-known pro- 
cesses and the most etheient organization. And 
both sides must try to rid their minds of the most 
sterilizing of human tallacics — that each is poor 
who sees another richer, and that labour and 
capital are and must by nature be hostile. 
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INOVSTRY AFTER THE V’Al? (coutnimd) 

OUR LIBERTIES 

At the elos(‘ ot ni\ hi^t Ijoctiire 1 pointed oi.t 
that there niij>hi l)e, in the details ot the seheine 
of tSeientific Management whieh we were th(>n 
('ngag(Ml in considering, legitimate oeeasioji tor 
ditferenee ot opinion, and that these miglit give 
rise to serious dispute. And we w(Te in this onr 
last leclnre to examine into the nature ot these 
difficulties so tliat, it possible, lenu'du's tor lliern 
might be tound in advance. 

Looking again at the diagram on page 203, we 
sec at onee that one ot tlu' mein source', ot dispute' 
will bc' as to tlie angle QOC. It is not often that 
a dinpute is c.ipatile ot Mich ch'ar giajih’cal lepK- 
.sentation. In the diagiain as diawn the angle 
QO(' is 45 , tlms repiesenting a wage-j'dte which 
increases at the same [lace as the amount ot the 
product. Jt the angle Q()(’ is to the wage- 
rate w'ill increase more slowly than the ])roduct. 
It the angle QO(' is > 4.5 the wage-rate will 
increase more ra])idly than the product. Here 
then is the tpicstion which may have to be si'tth'd, 
and the method ot whose settlement may pnseat 
<lifficulties : — What amount of inerease in the wage- 
rate is to correspond to a given increase' ot the 
efficiency of the labourer ? 

l.> 
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This question is eertaiiil’y not the only one 
likely to arise, but it is amongst the most probable ; 
and for its solution, as for that of others of various 
kinds, some machinery will have to be devised, 
if industrial p('aee is to be attained. Of what 
nature shall this machinery be ? 

ITcu’e ue have at all events the comfort ol know- 
ing that much skilled and anxious eonsidej*ation 
has been d<‘voteel to the (‘volution of a scheme 
or system which is hoped and intended to effc'ct 
the j)ur))ose, '^Phis is the system outlined in tlu' 
various Rejwrts ol the Ministry of Labour, and 
known as the Whitley Reports. The leading idea 
of tlu'se Reports is that consultative councils 
should be establislu'd, consisting of nqnesentativc's 
of both (‘inphn'crs and employed, whose discussions 
should lead to agreement u])on (juestions w'hieh 
may have arisen, and may even by anticipating 
them prevent them from evi'r beeominsr acute. 

According to the proposals of these ]le})orts 
tlu'se councils would be formed on at least three, 
and possibly more than three, degrees of exten- 
.siv(Miess of area. For each s(‘j)arate industry it 
is jwoposed to form, firstly, a Joint Standing 
Industrial Council, compos(‘d of rcpivsentatives of 
employt'rs and employ(‘d, and in <‘xtcnt natiojial 
— as dealing Avith the industry throughout the 
Avhole country. When these National Industrial 
Councils are formed, they should proceed to create, 
or to consider the creation of. District (buneils, 
representative of the Trade Unions and of the 
Employers’ Association in the industry. The area 
of jurisdiction of these District Councils would ol 
course be smaller than that of the National Indus- 
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Inal Councils, but would be wider than that, of 
the third of these proposed bodies, namely, the 
Works ( 'ommittecs, which w'ould be representative 
of the management and the workers in particular 
works. Ill order to ensure sufficient adaptability 
to industries of different kinds, the word “ works ” 
would have to receive a wide interpretation ; 
wide enough, in fact, to enable a j)articular coal- 
mine, or local association of coal-mines, to form 
its own “ Works Committee,” though such a body 
w'oidd ])robably be known as a “ Pit (’ommittee.” 
It should be noted carefully that the view' is 
expressed in the Whith'y Report that “ the re- 
spective functions of Works Committees, District 
(’ouncils, and National ('oimcils will re(piire to 
be determined separately in accordance with the 
varying conditions of different industries” (First 
Whitley Report, Section 15). And undoubted wis- 
dom and foresight are disjdayed by the Whitley 
Committee when the hopes and desires which have 
inspired their w'ork are revealed in their state- 
ment : “ "riie schemes recommended in this Re])ort 
are intended not merely for the treatiuent of 
industrial jn’oblems when they have become acute, 
l»ut also, and more especially, to jjrevent their 
heeoming acute ” {ibid.. Section 25). 

I’hese National Councils Avould either consider, 
nr allocate to the Works Committees for consider- 
ation, the broader and deejicr questions affecting 
•he welfare of the 2)articular industries with which 
each of them w'as concerned. And so far the 
'’cheine appears to be so well thought out, and 
to afford such favourable promise of success, that 
it is with hesitation that one venfures to suggest 
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that there seems to remain one f]('ment of naiTO'\\- 
iiess M'hieh might bring diflienltic's in its results, 
and which a further development in tlie future 
might be able to obviate. The remaining danger 
seems to inhere in tiu' contemplated division ot 
our national industr\ as a whole into watertiglit 
compartments, each <'onlaining one industry alone. 
This seems almost to invite the risk of se{)arate 
interests for separate* trades, pursued by each to 
the detriment of all. Will not the highly developed 
organization of each trade tend towards a con- 
dition in Avhieh each plays tor its own hand against 
the rest, with the re^sult that tin* strong(*r Unions 
may victimize the weaker on(*s, until, with each 
se])arate organization aiming to reali/(* advantages 
at the expense ol the rest, we ma^ be brought to 
a kind of universal internal ))roteeti(>n, and fairness 
to each be only arrived at In tin* attainment ol 
e({ual injustice to all ? 

The |)ossibility ot such a ditlicullv arising doe- 
not seem to ha\e e-,(*ap(*fl tin* lorc'siyht of the 
Whitley Uommittee, lor wi* read, in St*etion 2(1 
of their original lleport, as tyllows : 

“20. Jt has been suggested that means must he 
devised to safeguar»l the interests ot the com- 
munity againso [mssible action of an aiiti-soei.il 
character on the |)art of the Councils. We ha\e, 
liowevei*, hero assumed that the (\)uneils, in then 
work of ])romoting the interests of their own indus- 
tries, will have regal’d for the national interest. It 
they fulfil their functions they will be the bc'^t 
builders of national jirosjierity. ^Fhe State iieAcr 
jiarts with its inherent over-riding ]iowcr, but such 
power may be least nee Jed when least obtrudcfl. 
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This is well said, and is no more than the patriotism 
of the workers of Britain during the war has fully 
deserved. It gives utterance, loo, to that kind 
of faith in the peojde which so often tends to 
justify its ('xistenee l)y the mere fact of its existence. 
But might it not he ])ossihle to hasten and foster 
tlie better tendenei('s of such a const ruetive policy 
by adding another story to the design of the con- 
suHative c'difiee ? Would il not bc' possible to 
couslruet. in addition to tlie Whitley Couneils of 
and for the separate industries, a common, eentfal, 
Senate of Labour, eh'cled from tin* Members of 
tlie Whitley Councils, and like those (^ouneils 
consisting of both employers and employed, and 
having concern with industrial qui'stions, not for 
any particular track', but if, and when, and to 
the extent ' that, sueli cpiestions become mattcT 
of real national moment V The suggestion may 
be Utopian, thoicih I trust that it is not ; for to 
me it sc'C'ins that in it lie's the possible' attainment 
of a real industrial Constitution, jiroviding for 
di'libc'i'ate and (onsiderc'd ac'tion, and enabling 
the most fundanientalU important fact in all our 
industrial life, namely, the interaction of trade 
upon trade, to be duly weighc'd and considered in 
a (fraud industrial Council of the Whole Realm. 

Another danger, of which J know many Trade 
Unionists to be keenly aAvare, lies in the unlimited 
voting ])ower of very junior members of those 
L'nions, who, with little real stake in the result, 
vote on the adventiirous side. To a certain ])ro- 
portion of the young unmarried men in <a large 
and prosperous Union, a fortnight on strike may 
'veil mean little more than a holiday on strike pay. 
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with football matches for trimmings. And the 
votes of such may overwhelm the Avislies of older 
and long-established members, with many years’ 
subscrij)tions paid up in the past, and families to 
maintain. Surely what is wanted here in the 
interests of the Unions themselves, is soniethijig 
of a Trade Union Proportional R,e])rescntation 
Act, witli a cumulative franchise, based on y(‘ars 
of paying membership. By such an enactment 
we might hope to arrive at a more coni|)lete recog- 
nition of (lie Unions by the Unions. For one of 
the gravc'st dangers threatening the Avorld of 
British industry has been the rej)udiation b}'' the 
rank and tile of the Unions of the terjus aceej)ted 
by their own leaders. If this teiuh'iiey be pro- 
longed nothing but disaster can ensue. The Unions 
must learn to take to heart the advice of Polonius ; 

To thine own self be tine, 

And it will follow as the night the day. 

4^hou eanst not tlien ])e false to any man. 

But unhap j)ily, there are not only schemes 
al)road for organizing particular trades, but ])lenty 
also for disorganizing trade in general. 

1 have already pointed out how the ])romis(' 
of (Colonial Preference without taxation of food 
throws over the last vestige of Mr. Joseph Chamber- 
lain, the great Protagonist of Tarifl’ Reform. But 
we have already a tax on food in the shape of the 
farmers’ sixty-shilling guarantee. You are here 
faced by a great economic law, the Law of InditTer- 
enee, which tells us- -One marked, one juice. Of 
course I shall be reminded that all economic laws 
are out of date, and have ceased to count with 
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the Government. 1 reply that Governments do 
not count with economic laws ; and that however 
much Governments may “ blank the conse(j[uenccs,” 
tlie said consequences will inevitably be there to 
be blanked. And those eonse({uenees in tl)is case 
will be that if the foreign producer brings wheat 
here which he can s('ll at .30s. the (piarter, while 
you are i)aying fh(‘ English farmer 60s. under the 
guarantee, you A\ill have to sell the whole su])])lv 
at one and the same price. l>nl what that price 
will be will depojid on how the guarantee is admin- 
istered. There are various j>ossibl(' ways, of which 
some are worse than others. 

Mktiioij I. Ihj fivciii.sirely (i.scal arranyemcnl. 

Suppose that England wants .30 million cpiarters 
in all to cat, of which the foreign pi’oduccr brings 
IIS 20 million for which his price, e.i.f. at an English 
port of discharge, is 30s. the cpiarter. If, then, 
the importc'r brings it into bond at 30s., he pays 
30s. tax on taking it out of bond, and sells at 60s., 
the guaranteed price. We should then stand thus : 


20 .Alillion Quarters Foreign — £ 

Production jn’ioc . . . . . . . . . . .‘JO, 000, 000 

Tux 30,000,000 


()0, 000,000 

10 Million Quarters British (guarantet') .. 30,000,000 


30 Million Quartei's to eat for . . . . . . £90,000,000 


Or, COs. the Quarter all round. 

fhit .such a plan will »loubtless be recognized 
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as too bad for endurance, and instead we may 
have : 

Mktiiod ir. (iocet nm( nt an nole Purchaser. 

Let tlie (Jov^'riiuient now undertake to buy and 
sell llie whole ol our wheal .su2)]j1y, taking all the 
lirilish lariner |)rodiit*es at 6(K., and the remainder 
as import'd at We shall then have it thus: 

L 

20 Milluin Quiulcis Koirts'n (u .‘50s .. .. 30,000,000 

to ^Iillioii Qu.utc'is («) 00' (j>u<iiaiitco) . . .. 30,000,000 

30 Million Qinitcis (o (Mt lor .. .. t60,000,000 

Ol, 40s tlicQiiaitei 

But th(' idea is to educe more British wheat. 

It th(' j)lan suecei'ds in doing so, w'c may have : 


L 

10 Million Qu.utois Foicu>a (rt 30s .. .. lli.OOO.OOO 

20 Million Quaitois British ("uaranlec) . . . . 60,000,000 

30 >11111011 Qii.iitoi-. to eat foi . . . . . . t;7.>,000,000 

Ol .50s the Qiiailei . 

tSo that the moic suecessiul ,\'mr expci’iment is, 
the diMrir \our biead becomes. In the almost 
inconceivable case ol complele success, we should 
have all our At heat home-grown at 60s, the quarter, 
or at a total e\])cnsc ot €90,000, 000, Now the 
most sanguine estimate, so far as 1 have seeti, i.s 
that the guarantee would induce a British itro- 

duction of 7.5" ot the required total, leaving us 
still “ deiiendcnt on the toreigner ” for the remain- 
ing 2.5%. And if our success in the recent war 
is after all to be so limited as to falsify Mr. Lloyd 
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George’s declaration that “ there must be no next 
time,” and a next war nevertheless comes upon 
us, in the course of which the U-boats of tJie future 
absolutely cut us otf from this it is hard to 

estimate how high the price of wheat might go. 
For the foreigner would liave got out of the habit 
of growing com for tlu' English market, and our 
25'’k shortage could tind no relief in importation, 
even if the risk of sinkings were faced A\ith all 
the wonderfid and [)i'OA"(‘n luToism of our ^lerehant 
Service. The so-ealled (Iregoi'A King’s I.aw ^ 
w’ould make it come out at about bOs. |-9()s. -'lot's, 
the quarter; and if so, this w'cuild be even worse 
than the 120s. Od. of 1812. And if to all this we 
add the incidental expense's of ll('\('nue OHieers, 
Agency, Storage, Expeit lns])eclors, Clerical Assis- 
tants, etc., he would be a bold man who would 
predict the limits to whuli llu' j)rie(' might finally 
run. But without atfaehini> too strict an arith- 
metical interpretation to the* conditions ol such 
a problem, if is sonu'times ;*•, well to (h'vote a little 
passing eonsidei’ation to the mamu'rs and customs 
of those t('rritori('S where ang(*ls tear to tread. 

And the sad thing about it is that, once started, 
the chances are that it will never sto]). 1 fear 


‘ Giogory King (164S-1712) woikod out a calculation, 
often called “ (Jregory Kings Law,’’ by wliieli a di'ficiency 
in the siipiily of wheat would laise the pi ice in the following 
proportions . - 


I)rt( ct 

1 tenth A 

2 tenths 

3 tenths - 

4 tenths 

5 tenths 


Al)()\ ( 

raises the j3iice by 


Iho coitiiiioi) I alt*. 
3 tenths 
8 tenths 
IG tenths 
28 tenths 
45 tenths 
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that the idea that the bounty on our corn is to 
cease at the end of five years is a fond illusion. 
The j^uarantce has ploughed up permanent pasture 
and started an investment of capital in a land of 
und(Ttaking wliieh. In' tlu' very terms of the pleas 
urged for its own ('xisteiiee, must fail unless bounty- 
fed. And arable cannot be turned back to pasture 
at a fortniglit’s notice. Unless ! am mueli mis- 
taken, as indec'd I shall be only too glad to be 
shown to be, the proposal to terminate the guar- 
antee arrangement at the (uid of the five years 
will be met with indignant lemonstranee, and a 
plaintive cry that we are compassing the ruin of 
half the tanners in the land ; and the change will 
be diflicult, almost to the extent of impossibility, 
to carr\' through. Adam Smith’s mournful 
])rophecv at the close of tlu* second chapttT of 
his Kourth Book that mighty cha})ter tvhich at 
last unbarred the gates ol monopoly and let in 
the peo|)le’s fo(Kl--will again apply, and this time 
without the awful force of famine which was to 
bring about its falsification. 

“To expect, indeed, that- the freedom of 
trade should ever b(‘ entirely restored in 
(treat Britain, is as absurd as to ex])eet that 
an Oc('ana or Utopia should ever be estab- 
lished in it. Not only the prejudices of the 
})ublie, but what is much more* uncoiu(uerable, 
the private interests of majiy individuals, 
irresistibly oppose it.” 

Smith’s ])roj)heey jiow' stands again ; where* is 
the fen’ce that shall contradict it ? 

Ne)r is this reall;\ the right way to assist the 
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British farmer. He should be helped by a more 
scientifie cdueation iu agriculture, and by a thorough 
overliauliiig of our system of lancl tenure. Better 
cottages and more of tluun would go far to solve 
<»ne of the farmer’s greatest diffieulties, tlie su]jply 
of agricultural labour. The Agi’ieultural Sub-t’om- 
niittcc of the Reconstruction t’ommitteo has pointed 
out that tliei’e is little lio])e of a r(\al dcvelojunent 
of agriculture as long as the demand for cottages 
remains unsatisfic'd. 

And indeed we shall be fortunate if these measures 
do not result in the setting u]) in England of a 
homologue of that “Agrarian Class” whose exist- 
ence has been so baneful in (h'rmany. Nor is 
any form of bread tax without an injustice j)eeu- 
liarly its own. Those wliom J am addressing 
here have all had some bread xt'ith their dinner. 
But in England tlnu'c are still, and soon there 
may be moj’e, w lu* hav(> had hr<‘ad for their dinner ; 
and the alteration of the litth' preposition marks 
a mighty' tlilfcrenee. 'Phe bnaid bill of the poor 
labourei’ is not merc'ly r(‘latively, but actually, 
heavier than the bread bill of tlu' rich ; so that the 
taxation of bread cariies a double injustice. And 
A\hen 1 tind myself taken to task by “advanced” 
thinkers, w ho deride me for “ chewing the remaind('r 
biscuit of obsolett' theories,” I reply that justice is 
never obsolete, nor is tlu'ic' safety in its disregard. 

We shall have to get back to our ])cacc standard 
of production, and sprc'ad our goods again over 
the ivhole world, before we can even begin to pay 
our enormous debt. Ear beyojid that standard 
we must go before the [)aymeut can be completed. 
\nd there is no pay ment save in goods ; and 
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quantity of goods depends on our efficiency. And 
T claim the rigfit to use strength of hand and 
dexterity of brain to the best account. My effi- 
ciency is the niost precious portion of mv freeman’s 
inheritance. 1 submit that the product of that 
efficiency is my owii ; 1 have a riglit to excliauge 
it with whomsoever I plcas(‘. For liuinan ])rogress 
rests on exchange' ; to limit exchange is to limit 
civilization, and pro to enslave mankind. 

For it (h)oms mankind to greater exertion for 
smalli'V satislaction. It is a resultless corvee ; 
stupid as well as wicked; a usurpation beyond 
the authorit\ ol any government, (’ivilization 
has ch'iiied the right ol ownershi]) in human beings, 
and has (h'clan'd the slavc-owiu'r’s title bad. 

And lu'j'c w(' pass trom being economists onlv, to 
the purvi(",v of tin' citi/en. J have' ever main- 
tained. noiu' more' str<*miously, the independence 
ot economic scie'iice. While investigating an 
economic problem we must be open to ('conomie 
con''idcrations alone', or e)'n' investigatie)n will be 
eonfiise'd, anel enir ce)nclusion worthle'ss. Bui ne) 
man should be, e>r e'ven can be, only an economist. 
Tlie ])re)blcms e>f the higher ex])cdien('y, of right 
and wrong, await the ccone)mist as they await 
us all, in the* lield of ethics. The economist must 
pass, even as mu'-t all other men, to Lite’s great 
w'arfare which awaits him there; and if for that 
warfare Ave would be' ju'epared, our young must 
dream elrvanis e)t an inspiring future, and our old 
see Ausions of a guiding past. Let us humbly 
trust that, passing so, Ave may come to tread that 
other fie'ld, armed A\ith a keener insight, and 
shielded with a wider wisdom, 
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And if to 6 >omc small extent T have ai<lod any 
to that end, then, like tJio plowman of old, I may 
stall my oxen well content, for my little’ furrow 
has been driven straight. 

My task is done ; and for tiie manner of its 
doing th^re is no judge more stern and more 
relentless tlian 1113 self* Otliers in wider fields 
must carry on tlu' work; for tlunn to resolve 
that this vast world-struggle which has so \ictori- 
ously enlarged the liberties of b^iirope shall not 
contract the freedom of our own loved land. 
Theirs to maintain that free' ai\d ftarless’ inter- 
change of mutual advantagt's which constitutes 
the honest trade wdierein gain of each is gain of 
all, and for w'calth of one is none the jjoorer. And 
1 close my task, sensible of the honour done me 
in committing it to me, but above all ni the fervent 
hope that, n’ow that the Spin! of Peace is liovering 
near, and her message is being cairied on the wings 
of all the winds tar o\cr the ‘oimding sim, hand 
in hand she nia;y bring with hei the sister Spnit 
of Freedom, wooed back tiom her prcicnt rciuge 
somewheie beyond the clouds ; fietdoin of thought, 
freedom ot sjieech, freedom ot life, Jreedom of 
trade, that side by sidi' for eieimore they may 
dwell togethei', benign and beautiful, bv the inearths 
of the children of men. 
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